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APFRATSAL OF

BANCO DO NORDESTE DO BRASIL S.A.

SUMMARY

i. Banco do Nordeste do Brasil S.A. (BNB) was established in 1954
by the Federal Government of Brazil to contribute to the economic develop-
ment of the Northeast of the country.

ii. The Brazilian Northeast, which contains over 27 million inhabi-
tants or 29% of the country's population; has lagged far behind the rest

of the country in its economic development. Northeastern agriculture is
endangered by severe droughts which have occurred in the past about once
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every ten years. To attract investment capital from the rest of the

country into Northeastern industry and agriculture, the Federal and State
Governments have devised several incentives, among them a tax credit
scheme (the "34/18 scheme") under which Brazilian firms can deduct 50% of

their income tax liability for investments in the Northeast. This scheme
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has considsrably stimulated industrial investment in the region. Distor-

tions due to the prevalence of negative 1nterest rates for 1ndustr1a1
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lcans will be attenuated by the introduction, in January 1970, of a new

pattern of interest rates for long- and medium-term industrial financing
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iii. BNB is an official multi-purpose institution financing invest-
ment in agriculture as well as in private 1ndustry and in certain public
utilities. [Horeover, it is a full-fledged commercial bank, making
short-term loans and discounting commercial paper. A large part of its
resources consists of special deposits generated under the tax credit
scheme, at average maturities of 12 to 18 months. Other resources are
provided by loans from the Inter-imerican Development Bank, demand and
term deposits from the public, and rediscount facilities with the central
bank.

iv. BiB's total loan and discount portfolio increased from NCr$ 351.2
million (at 1968 prices) in 1965 to NCr$ 869 million in 1968. A4s of

June 30, 1969, 35% of its portfolio was at short-term, 11% at medium-term
(six months to two years) and SL% at long-term (over two years). Invest-
ment loans to private industry accounted for 21% of total loans, while
agricultural finance was 31% of the total.

V. _ Total assets increased from NCr$ 653.6 million in 1965 (at 1968
prices) to NCr$ 1,237.6 million in 1968, in spite of the fact that BNB's
local currency loans have not been subject to monetary correction and are
therefore exposed to erosion by inflation. Equity grew from NCr$ 34.8
million (at 1968 prices) to NCr$ 199.2 million during the same period.
Seventy-eight per cent of the increase in equity was derived from retained
earnings.



vi. BNB has a staff of more than 3,500 distributed among its head
office and 67 branches covering the Northeast region. It is well-
organized and capably managed, and has a generally satisfactory record
of performance.

vii. BNB is presently facing a shortage of long-term resources. It
has request.ed a Bank loan of US$ 25 million to provide it with foreign
currency resources to cover the import component of industrial investment
financing. On the local currency side, most of BNB's resources are at
short- and medium-term and liquidity considerations make it impossible to
employ more than a small part of them in longer-term lending. The addi-
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tional resources which BNB hopes to attract during the coming years

should be sufficient to satisfy the justified needs for long-term funds

of its clientele. However, to assure the availability of sufficient long-
term cruzeiro resources to complement the foreign currency resources which
would be made available by the Bank, it was agreed during negotiations
that BNB should make arrangements to draw on supplementary resources to
the extent necessary to enable it to carry out an industrial investment
lending program of at least NCr$ 100 million each during 1970 and 1971

in the event the institution's ordinary resources fall short of expecta-
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viii. BNB continues to lend at negative interest rates and below its

wn cost in its agricultural lending program and consequently depends on
gverage with non-indexed, low cost funds and on other lending programs to op-
eratc nrofitzbly. To avoid a possible erosion of its equity, it vas zoreed
during negotiations that BNB would take appropriate action whenever BNB's
return on equity (in real terms) drops below a rate of 5%. BNB also gave

a similar undertaking concerning the return on capital employed in its
industrial lending, which should not drop below a rate equal to the

Bank's lending rate on the proposed loan, which will be 7%.

ix. BNB is a suitable and creditworthy borrower. The proposed loan
of US$ 25 million would cover its foreign exchange requirements for
financing of the import component of private industrial projects during a
period of around 18 months. Its terms should be similar to those normally
applied to loans to development finance companies, including the standard
commitment charge. Additionally, the following specific points were
agreed upon during negotiations:

a. BNB will at all times apply to its operations a formula,
acceptable to the Bank, defining its minimum liquidity
requirements;

b. BNB's total indebtedness will be limited to ten times
the amount of its unimpaired equity; however, total
outstanding term debt (with initial maturities of more

+ 7 . .

equity;
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¢. the proceeds of a Bank loan will be relent at a rate
of at least 2.5% above the rate charged by the Bank;

d. the Bank's prior approval will be required for all
projects using more than US$ 250,000 from the loan;
however, the aggregate free limit for sub-loans not
requiring the Bank's prior approval will be US$ 5
million;

2. BNB will have its accounts audited annually by a

qualified independent auditor acceptable to the Rank;
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and submission of a report on the firsit audit made,
disclosing a satisfactory financial position of the
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1nst1tut10n, will be a condition of efiectlveness of
the proposed loan.

wilto g wdhd Al S B A



APPRATSAL OF

BANCO DO NORDESTE DO BRASIL S.A.

I. INTRODUCTION

1. Banco do Nordeste do Brasil (BNB) has requested a Bank loan to
finance its foreign currency lending to private industry in the Northeast

of Brazil. A mission consisting of Messrs, Garcfa-Raymeri, Helling, and
Hughes, of the Bank, and Mr, Lord of IFC, appraised BNB in April/iMay

1969. Their findings and recommendations are contained in this report and
ts annexes, e report is supplemented by a Report on the industriali-
ation program in the Northeast of Braszil written by the industrial policies
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o{ a recent Bank economic mission to Brazil (the "Supplementary
) ) .
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s With special emphasis on the activities of the Superintendency for
the Development of the Northeast (SUDENE) and on the various incentives availa-
ble for industrial projects.

II, THE ENVIRONMENT
General
2 The Northeast of Brazil includes the states of Piaui, Ceara,

Rio Grande do Norte, Paraivba, Pernambuco, Alagoas, Sergipe, Bahia, and
part of the state of Maranhuwo, The limits established as the area of
operations of Banco do Nordeste do Brasil include not only the area tradi-
tionally known as the Northeast, but also the entire state of Maranhao,

as well as the northern part of Minas Gerais. Over 27 million inhabitants
live in this area of 1,5 million square kilometers; that is, 29% of the
country!s population lives in 17.67 of the area, The number of persons
per square kilometer varies from 5 in Piaui to 42 in Pernambuco. Annual
per capita income in the Northeast in 1968 was around US$ 200 and in
Brazil as z whole, US$305, The Northeast is an area in which topography
and climate have combined to produce three distinct climatic zones:

(a) the coastal "zona de mata", which is hot and tropical and contains

the region's major cities; (b) the "agreste" or intermediate zone, which
has a milder climate, and in which food crops are grown on a large scale;
and (c) the "sertao" which makes up the vast pertion of the region and which
is a semi-arid land populated by farmers and ranchers.

3. The "sertao" suffers the greatest extremes of climate. An

amount of rain averaging about 27 inches falls over a period of several
shorter than usnal

months. If the rainy season begins too late, if it is shorter than usua
or if the rains are meager, then water resources may be insufficient to
provide for the rest of the year, and drought may result. In addition,

the equatorial location of this area gives rise t a high evaporation

rate and water must be strictly conserved to provide for the months of the
dry season, In the catastrOphlc drought of 1877 79, 50% of the population
of the Northeast died of a combination of thirst, starvation, or disease,



and public concern pushed the (overnment to create an "Tnsretoria®
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for the Northeast to deal with the problem of drought. This was the ini-

tial step in a pattern of institution-building which followed almost every
subsequent severe drought. The focus until the middle of this century was
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one every t:en years) was seenin the building of dams and reservoirs to con-

tain water, and of roads to enable the unfortunate inhabitants to escape

the area. The severity of the drought of 1950 clearly revealed the failure
of this approach to solve the problem, and a more integrated approach was
sought: one that would promote the economic development of the region in
general rather than concentrate narrowly on the fight against the effects
of the droughts, The creation of Banco do Nordeste do Brasil (BNB) was
seen as an answer to this need, Another drought in 1958 was the impetus
behind the creation of the Superintendency for the Development of the
Northeast (SUDENE).

L. Industrialization of the Northeast has lagged far behind the
national average. Between 1949 and 1958, the Northeast'!s share in manu-
facturing output fell from 10.1% to 6.9%, and its share in manufacturing
employment, from 16.7% to 11.04, In 1960, industry (including mining,
construction and utilities as well as manufacturing) accounted for only
11% of regional income, as compared to 26% for Brazil as a whole.

5. The wide gap between economic development in the region and in
the rest of the country, combined with a growing social and political
unrest and the phenomenon of the periodical droughts, underlie recent
Government policy for the Northeast,

SUDENE and the 3L/18 Tax Credit Scheme

6. Starting after the severe drought of 1958, the Federal Govern-
ment created SUDENE as its principal instrument in the development of the
region, The new agency was granted broad authority to supplement and
control the activities of existing regional agencies. Besides infrastruc-
ture investments in the public sector, which are carried out directly by
SUDENE from funds stemming from the Federal budget, the agency also ad-
ministers important incentives to private investment in the field of
income tax and customs duty exemptions for industries. Since 1961, these
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incentives comprise a particularly powerful scheme known as the "3L/18

scheme",
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Te The 3L4/18 scheme, which derives its name from two articles of
the Federal Laws approving SUDENE!'s Master Plans for 1961 and for 1963-
1965 respectively, is a tax credit system under which corporations through-
out Brazil may discount up to 50% of their corporate income tax liability
for investment in new or existing agricultural, industrial and telecommu-
nications projects in the Northeast approved by SUDENE, Pending SUDENE's
mimrasnmnra T dlians doar Atadldk e mrn darmantdad T o rman 2 mdasmacnt Ao e
approvais unese u Crediv 1ungs are Geposived 1in non-inuerest vearing



accounts with BNB, Until recently, there was a period of three years
during which the depositor had to choose a project for investment and
notify SUDENE of his intention; in March 1969, this period was reduced
to one year. Normally, the tax credit has to invested in equity,

but under certain circumstances invesiment in loans Northeastern com-

panies is also possible.
and for priority sectors such as fishing, refo
8 SUDENE uses a point system in determining the degree of priority
of projects submitted for approval. Points are awarded according to plant
location, essentiality, use of regional inputs, import substitution, broad-
based ownership, labor sbsorption and labor participation in profits. De-
pending on priority as indicated by the points attributed to a project by
SUDENE, 34/18 tax credits may be used up to 75% 60%, 50%, L0%, or 30%

of the project’s total non-loan financing.

Fe The aggregate total of deposits made for investments in the
Northeast under the 3L/18 scheme from its inception in 1962 through 1968
was NCr$ 1,23L.5 million at current prices (NCr$ 1,831.2 million at 1968
prices), During the early years of the scheme, SUDENE!s project approvals
lagged behind the inflow of deposits but since 1967 the volume of approvals
has grown at a quicker rate than the volume of inflowing deposits, so that
aggregate approvals exceeded deposits at the end of 1968, Actual disburse-
ments under approved investment projects were NCr$ 556.1 million at current
prices (NCr$ 646.2 million at 1968 prices) at the end of 1968. The Supple-
mentary Report contains detailed information on the industrial sectors,
geographic location, number of jobs created and marketing patterns of the
SUDENE-approved projects. Industrial projects approved by SUDENE through
1968 are expected to result in an annual average growth in gross value
added by manufacturing industries in the Northeast of 9.3% from 1965 to
1973, compared to a rate of 7.8% for the period 1955-1965. Employment
created by the projects approved by SUDENE until the end of 1968 is anti-
cipated to be around 112,000 with an average investment per worker of
around US$7,500. The anticipated average ratio of profits of these pro-
jects is 25.4% on sales and 32.3% on total capital invested.

Financing of Industrial Investment

10, 34/18 funds account for approximately LS5% of total investment

in projects approved by SUDENE during 1966-1968. Free resources of the
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sponsors contribute some 22%, while external financing es un 15% and
local currancy loans from official banks (BNB and BNDE 1/) 18% of total
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investment cost, It should be noted that this pattern of financing has
been determi ned from the fi nancine nlana 3 QIMENT e arrnradaanl

.
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at a stage prior to finalizing the financing arrangement

s
. : . .
Considering that BNB and BNDE are frese to reject loan applicat

l/' BNDE stands for Banco Nacional do Desenvolvimento Economico, which
is Brazil's nationwide official development bank.
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actual share of free resources of the sponsors is likely to be somewhat
higher, and the loan financing from official banks somewhat lower than
indicated above.

11. Term loan financing is provided exclusively by Government finan-
cial institutions, mainly BNB and BNDE. While BNB addresses itself mainly
to medium-sized industry and, through State development banks, to small

industry, BNDE only lends to big projects requiring loans of NCr$ 10 million

and more. Thus, while BNDE's share in total bank financing is not :

gible in volﬁme approximately éSU 0%), it has made relatively few
a vestor, C

loans and; for the BNB is the only local source of loan
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financing.

verage investo the

>

Evaluation of the Industrialization Program

12. The industrial incentives program for the Northeast has been and
Aemd e aa ke T Ll LTV on cee mmm e D S am ALV ndan v A d dvrnrm oAt s MAaASATIVIAA O
Lulltliles LO 08 H1gIlLy SUCCeSSIul 1l mMOO0ILiizZing ana wvransierring resources
to the region and in committing these resources to investment in manufac-

turing industry. It has helped regional industry to become more diversified
and contributed to reduce the traditional disparity of income between the
Northeast and the rest of Brazil. Anticipated profitability of new indus-
trial projects appears to be very satisfactory.

13. The incentives system appears to be very generous, so that the
question arose whether, after the relatively good start of the industri-
alization prcgram, it might not be appropriate to introduce some modifica-
tions that would result in a reduction and refinement of some of the
incentives. The Supplementary Report suggests several steps in this con-
nection (see page 16, paragraph 55 of the attached report). These were
discussed with the Brazilian Government during negotiations. The Govern-
ment, however, did not want at present to modify the SUDENE scheme as a
whole because this would involve parallel modifications of the rest of
Brazil's regional and sectoral incentive schemes which were held to be
inopportune for the time being. The appropriateness and effectiveness of
the industrial incentives system needs the continuing attention of the
Government. Meanwhile, BNB has affirmed that it will seek to assure the
highest pcssible proportion of non-34/18 equity funds in the financing of
the projects to which it makes loans and that it will not submit for Bank
financing, except in special circumstances, projects in which non-3L/18
funds account for less than 25% of total estimated investment cost. And
the Government has accepted the principle that interest rates should be
positive; the National Monetary Council, in its meeting of September 19,
1969, adopted a new interest rate structure applicable to lending operations
of the financial institutions controlled by the Federal Government. The
new rules, which will come into force on January 1, 1970, provide for loans
of up to 60 months to carry interest at 12% p.a., plus a fixed monetary
correction of 10% p.a. Loans of more than 60 months will be made at rates
of between LZ and 12% plus a full indexing of the principal. (BNB intends
to charge 10% on the indexed principal.) While this is not wholly satis-
factory; it is a step in the right direction
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Inflation and Its Effects on Industrial lLending

1. The inflation of the Brazilian currency has created special
marmnlaT e P aien L e vt A - ho T | TrnfPla+dnn vana canara 1l bantd
proviems 14or the industrial sector in Brazil. Inflation was generany «€epv
within annual rates of around 15-30% durin ng. the 1950s; but during the early
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and 90. 8% (196l). Since then, the rate came down again to 28. 67 durlng 1567
and 24.2% during 1968, and may be expected to further decrease in the future.
15. Since 1964, the price level of manufactured goods normally has

risen faster than the level of raw material prices and wages, so that
industrial enterprises on the whole benefited frcm the inflation. However,
access to borrowings, both at short term for working capital financing and
limited supply of capital on suitable terms, the shortage is aggravated by
the fact that, in many instances, the cost of capital has been fixed by
regulation at rates that do not reflect the prevailing situation of the
market. OShortage of finance for working capital requirements is accentuated
by an artificial increase in demand created by the tendency of industrial
enterprises to protect themselves against erosion of their assets and to
profit from price increases by maintaining inventories which under normal
circumstances would be considered excessive. The market for long-term loan
capital has dried out completely for lack of supply. One consequence is
that, at present, industrial investment loans can only be obtained from
official financial institutions with access to budgetary or other Govern-
mental funds.

16. The inflation has also had an impact on financial institutions.
Normally, a financial institution does not invest more than a small frac-
tion of its equity in fixed assets (office buildings and equipment) which
are protected against the erosion of the currency. In an inflationary
environment, the desire of the banks to ascape deterioration of capital by
investing in real estate may lead them to seat up extensive networks of
branch offlces, as has actually been the case in Brazil. To a certain ex-
tent, adequate protection can be found by investing in the share capital of
bu81ness enterprises. Those parts of the institution's equity which are
used to finance their lending activities have to be protscted against

erosion either by an 1ndexat10n of the prinecipal or by interest and commis-
sion rates exceeding the inflation rate or by a sufficient leverage with
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non-indexed deposits or borrowed funds. Also, the operating costs of

finaneial institutions are largely accounted for by personnel expenses

LD B I =AY B3 8 te]

which normally follow 1 sely the inflation rate. Unless the institution's
total assets and liz2bili ies ke

tot and keep pace with the inflation rate, which does
not happen automatlcally, except in cases where they are in dexed, the
evolution of expenses will result in a squeeze on the profit margin and

possibly a deterioration of the equity.



III. BANCO DO NORDESTE DO BRASIL_S.A.

Objects and Functions

17. BNB's objective is to contribute to the economic development of
the Northeast by providing financial assistance to productive enterprisss
in agriculture and industry, financing certain infrastructure projects
undertaken by states and municipalities, and in general by conducting all
commercial and investment banking activities, including underwriting and
leasing operations, within its area of operations as defined by law

No. 3,995 of 1961 (see above paragraph 2).

Ownership (see Annex 1)

18. The legislation creating BNB stipulated that at least 70% of
BNB's initial sb are capital would be subscribed by the Federzl Government,
while the remaining 30% would be open to public subscrlptlon, and that the
Covernment wo _l_ have the same preferential rights as all the other stock-
holders in case of future capital increases, but that all the shares
offered to the public and not subscribed would also be taken up by the
Government. Initially, theGovernment owned 70%, state governments and
municipalities 4.9% and the private sector 25.1% of BNB's share capital.

S r
¢ insufficient subscrlptlons by the prlvate sector dur 1ng a capital
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8%. It was reduced agaln to 72 9% at the occasion of a capital in-
n NCrd 15.2 million to NCr$ 140 million which was completed in
. Follow1ng this increase, some 40,000 private shareholders,
‘ds of them residing in the Northeast of the country, own around

I BNB's capital.

Ol

19. Originally, the Minister of Finance was responsible for exer-
cising the Government's rights as BNB's principal shareholder. Since 1967,
the exercise of these rights has been entrusted to the Minister of Interior,
who also supervises SUDENE.

r -

Iegal Status

20. The legal basis of BNB's establishment in 1954 was Law No. 1,549
of July 19, 1952 supplemented by Presidential Decree No. 33,643 of

August 2L, 1953. The company is constituted as a limited company (Socizdade
por acoes) and as such is governed by Brazilian company law and its statutes;
however, all modifications of its statutes have to be approved by Presi-
dential Decree. BNB is furthermore subject to the Brazilian banking legis-~
lation to the extent that it is not in contradiction with the legislation
creating it. Like the other financial institutions operating in the coun-
try, BNB 1s subject to the control of the Bance Central do Brasil.



Organization (see Chart, Annex 2)

21. The President. BNB's President is appointed for an indefinite
term by the President of the Republic. He is the company's chief executive.
BNB's President from 1956 until 1961 and again from 1962 to 1967, was Mr.
Raul Barbosa who is now Executive Director for Brazil of the Inter-American
Development Bank in Washington, D.C. He was succeeded by Mr. Rubens Vaz

da Costa. Mr. Vaz da Costa, who is an economist by education, had been a
staff member and, later on, the Head of BNB's Economic Department from

195 to 1959. He then joined the Pan American Union in Nashlngton and,
from 1961 to 1966, was a staff member and later a Deputy Director of the

Inter-American Development Bank. After & short time as Superintendent cf
SUDENE during 1966/67, he was appointed to his present position. He has
been President of the Association of Latin American Development Banks; he

is also a member of several professional associations and author of a number
of economic publications, mainly dealing with problems of development in
Brazil and the Brazilian Northeast. He provides BNB with competent and
energetic leadership.

22. The Board of Directors. BNB's Board consists of the President

and four Directors. (See Annex 3.) While the President is appointed by
the President of the Republic, the Directors are elected by the General
Assembly of Shareholders for a term of four years. Since the Federal
Government holds a large majority in the General Assembly, BNB!s Directors
are in fact the candidates of the Ministry of Interior.t/ However,
according to BNB's Articles of Association, the remaining shareholders may
elect a candidate in a ballot in which the Government does not participate,
each time their total participation in BNB's share capital is 20% or more.
Since the 1968/69 share capital increase resulted in a reduction of the
Government participation to less than 80%, the non-Government shareholders
will be entitled tc elect a Director for the first time in 1973 when the
present term of BNB's Board expires.

23. 411 of BNB'!'s Directors are full-time officers. Functionally,
each one is responsible for one of BNB's major departments, presenting re-
ports and spplications of those departments during Board meetings. However,
the Directors have no individual executive functions (with one small excep-
tion in the short-term lending program where certain lending decisions car
be taken individually by the Director). During its meetings which take
place at least once a week, BNB!'s Board decides on all policy matters and
on major credit applications. The Board makes its decisions by a majority
of votes, with the President having a casting vote in case of a tie. It
appears that decisions are taken in a businesslike manner, and that the
Ministry of Interior, while directing BNB's general orientation, does not
interfere in day-to-day management and individual lending decisions.

l/ Apparently din connection with the transfer of the responsibility for
BNB from the Ministry of Finance to the Ministry of Interior, all of
BNB's Directors were replaced in 1967/68, although their terms of
office were to expire in 1969.
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2l. “onselho Fiscal - Audit of Accounts. In accordance with Brazilian

company law, the General Assembly elects a Control Council (Conselho Fiscal)
of five members and five alternates to make a monthly audit of BNB's

accounts. Such audit is, however, largely a formallty'and the tasks carried
out by the Conselho Fiscal cannot be considered as a professional, indepen-

Maas WUIAS T LAY D LoU o (A=t R AR Y] (O2.0) 9+ &= e ViidL s il = 84

dered a S
dent audlt. The Bank has therefores requested BNB to have its accounts
ac able
c

(
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audited 1—\1r an inderendent firm of auditors +o the Bank and BNB
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has procured the services of the well-known company, Arthur Young, Clarkson,
~nf D

Gordon & Co., which is now preparing an audit of UNB'" books. The receipt
of a certified copy of the report of the auditors, disclosing a satisfac~
tory financial condition of the institution, is proposed as a condition of
the effectiveness of the proposed loan.

25. DeEartments. BNB's Head Office has the fol]ow1ng ten departmcnts,

e T Y. S

dlLl O1I oThem u.naer Lne ereC'D Supel'v151on Ol 'Dﬂe rresmlenr, \11'1 parcnt,nesu
are numbers of staff at the end of 1968):

A+ Service Departments

1. Department for Internal Audit and Inspections (36)

2. "Assessoria Geral', in charge of BNB's internal
organization and planning (68)

3. Legal Department (13)

li. Department fcr Economic Studies on the Northeast
(ETENE) (69)

B. OSupervisory Departments

Industrial Credit Department (CARIN) (67)
Agricultural Credit Department (DERUR) (1L43)
General Credit Department (DERGE) (118)
Administrative Services Department (240)
Financial Department (DEFIN) (86)
Department for Staff Training (no staff of its

own; functions carried out by other departments).

oNUiE\w o -

26. The functions of those departments are by and large explained by
their names. In should, however, be noted that ETENE, the only department
explicitly mentioned in BNB's statutes and in the basic legislation creating
the institution, not only assists BNB's operational departments by its re-
search work but also fulfills a public service through studying general
problems of the economic situtation of the Northeast and making the results
available to the public.

27. Branch Offices. Under its basic legislation and statutes, BNB

has to maintain one branch office for each hOD 000 inhabitants living in

the dry areas, but at least two branches in each of the states in Wthh it
nnprn+pq In fulfillment of this ﬁnnﬂ1+1nn BNB has onened A? branches

adidTidiv Vi Lilao LB Lo Ve A RLALTD

15 years of existence, and is contlnulnb this policy. However,
!'\

1ial1lv 9n +the »emate and 1Tecae doncelyw
Vii £ v U\/.LJ
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populated zreas of the interior, creates problems of transport and communi-
cation and involves heavy operating expenses. Therefore, after a rela-
tively quick expansion of its network in 1968 and 1969, during which period
eleven new branch offices were opened, BNB is considering a slowdown of its
expansion program. The feasibility of closing down some of its deficitary
branches has also been considered but not pursued for the time being.

28. All operations are carried out by the branch offices, which
although responsible directly to the President, are supervised on a day-to-
day ba31s by the Head Office departments. Each branch has divisions for
agricultural credit, general credit and services (treasury, accounts, per-
sonnel, files, etc.). Ilarger branches also have a division for industrial
credit. On average, each of BNB's branches has 33 professional and five

non-professional staff members, and even the smallest branches maintain a
'nprenrmp'] of 16 to 20.

i=2 AR 0 815 L v LV e

29. Staff. At the end of 1968, BNB had 3,56L staff members, of which
approximately 2,980 were professionals. This was an increase of 58.6% over
1OA,| o] oures ne Anrvrmarad rrith a orarrdh A Fatal assets af 200 ) {nt ~nn-
VU A B UL DOy QAT VVGNMGL T Wl W G (A VW VAL W VW vCld, GWWOUDT Vi C /i /4 /0 \QAU ilsis
stant prices) and an increase in number of credit operations of L8.LZ.
However, while operations ew more quickly in VTOALE and 10AA . +he Smnortant
LLVMICVC&, VOALL S Ul.}c AUVl VLD SLUW IHWL © \-i .Lbl‘\_I.J Lil LV Gl L VU WILIT Al VL vadia v
increases in staff occurred only in 1967 and 1968. Since the end of 1968,
+lin »riimblhanm A adkaf laa Trmed Aot am anmAd DAR 4+hanlra +had nAa Tnaroacna
ULJ.U pRivEI IV vy UJ. DUG.LJ. LIGD UUUII Z\WLJU wUilo vadl LU’ Allld LINLD Lilllino wiiA U 11V dLlivd CaouoTo
will be necessary during the coming four or five years.

30. While bank employees in Brazil normally'work 30 hours a week, BNB

__________ PPN UL e | T e v s A 11

.L[ll.d. U(J.U.bﬂ(.l a LLU".I.UU:[ ween .LI]. .L7U{ d.llu. SLICe bllb‘ll u.du Uul:'u. pay iy aLl ..Lbo

employees L0 hours overtime a week. However, early in 1969 it was felt that

the workload did no _Longer JuST;l.Ly Keeplng the entire staff on a u,u—uOU.f week

and the 30-hour week was relntroduced as from September 1969. The diminish-
mIm! EWeV 4] . |

:Lng ret,urn on oNb's equlty uurlng J./O{ and 100 \see OE‘.LUW par A ET apﬂ 73)
was a factor in this decision.

31. Reportedly, BNB is looked at as a reservoir of well-trained
financial experts and institutions like SUDENE, the development banks of
the Northeastern States and industrial consultant companies of the region
are recruiting former BNB staff members. Nevertheless, staff turnover has
been very low and even decreasing during the past few years. Vhile during
196L, 104 staff members (5% of total) left the institution, the number of
resignations during 1968 was only 99, or 3.3% of total staff.

32. The Department Heads of BWB's Head Office at Fortaleza appear to
be of outstanding quality. Each of them has a long record of satisfactory
performance within the institution, and some of them combine their work at
BNB with a professorship at the University of Fortaleza. It should be men-
tioned that the changes in BNB's Board during 1967/68 did not result in
changes of the senior staff.

33. BNB's management gives much emphasis to training of staff at all
levels. Inring 1968, 95 staff members attended professional courses in
various institutions, and 363, i.e. more than 10% of total staff,



participated in BNB's internal training programs. In addition, BNB
offered training facilities to 39 university students; and has taken in a
considerable number of foreign trainees.

Resources
3hL. After distribution of the 1968 profits, BNB had the following

resources (in million of NCr$, utilized portions only, percentagewise
breakdown for 1967 and 1966 for comparison):

1966 1967 1968
% 4 Amount 2
Equity 9.0 12.5 199.2 16.1
Allocations from Federal Budget h.3 3.8 2L.7 2.0
Foreign loans (IDB) 5.3 5.3 6L.5 5.2
3L/18 deposits 65.0  65.0 672.1  5h.5
Ordinary deposits 10.8 9.9 134.3 10.9
Rediscount lines - - 0.1 0.0
Sundry creditors 5.6 3.5 140.2 11.3
100.0 100.0 1,235.1 100.0

The various lines of resources are discussed in the following paragraphs.

35. ult As at the end of 1968, BNB's equity of NCr$ 199.2 million
was made up of ts share capital (NCr$ 15.2 million), reserves (NCr$ IL?.S
million) and paid-in subscriptions for new shares (N6r$ 36.5 million) und

a righ s issue which was finalized in June .L767- The share capltal con-
sisted of 15.2 million (and now consists of 14O mllllon) nomlnatlve, cormon

e s & 1 0 mank AT alorae ave orial osweem
shares of a nominal value of NCr$ 1.00 each. All shares are equal except
t n

that no dividend may’be paid on the Federal Govermment's holdlngs unless
BNB's other shareholders are paid a dividend of at least 10% of the nominal
value of their shares. No dividend may be declared in excess of 20% of
share capital. The Federal Government may not withdraw the dividends paid
by BNB on its shareholdings; those dividends must be kept in a special
account with the institution and may onlybe used in payment of the Govern-
ment's subscriptions of new shares on the ¢:casion of increases of BiB's

share capital.

36. Annex i shows the evolution of the company's equity accounts.
According to its statutes, BNB has to set aside from its net profits (a) 5%
for the legal reserve, (b) 10% for a reserve for drought risks and (c) 10%
for a general credit reserve. These allocations as well as payments of
staff bonuses, Directors' profit participations and dividends are made by
BNB!' s Board; the remainder of net profits are annually allocated by the
General Assembly of Shareholders. During the past years, share capital was
only a small part of BNB's total equity and consequently the dividend pay-
ments (12% annually until 1965 and the maximum rate of 20% for 1966 and

1967) represented a very minor part of BNB's total profits, the majority
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of which was allocated to several reserve accounts and contributed, together
with cash subscriptions, to the rapid growth of BNB's equity. In fact,
between 1964 and 1968 total equity increased from NCr$ 6.5 million
(equivalent, of NCr$ 22.6 million at 1968 prices) to NCr$ 199.2 million. Of
this increase of NCr$ 192.7 million, only NCr$ 36.5 million were cash
contributions, while NCr$ 156.2 million were generated from BiB's own
profits.

37. Allocations from Federal Budget. BNB was originally conceived
as a channel for part of the Federal Government's tax revenues that were
earmarked for assistance to the drv areas of the Northeast. These funds,

LDoloballl vV LT Ly &= T

0
which, by law, amounted to 0.8% of the total annual
d in i c

Federal Govermment, were deposited in a special account with BNB. While
30% of these annual deposits co ul be reclaimed by the Government at short
notice in case of an emergency within the region and Copsequentl}r could
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only be employed at short-term, the remalnlng

counld be used hv +the Goavarmnment only far anh
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occasion of increases of BNB's share capltal Th
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any way subordinated in the event of liquidation.
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38. The earmdrking of Federal Tax revenues for the Northeast was

ated by the new Brazilian Constitution adopted in 1967. For BNB,
this meant the loss of its most stable source of finance. When the new
Constitution went J.l’lDO for ce, the Federal uovernmem: was in arrears to

BNB by a pprox1mately'NCr$ 90 million from previous tax revenue. During the
second half of 1969, the Government made a first payment of approximately
NCr$ 2 million on account of this arrear, and BNB expects to receive at
least NCr$ 30 million during 1970. The amount shown in BNB's balance sheet
for 1968 was a residue of payments made prior to the new Constitution, plus
the Government's share in BNB's dividends, which may not be withdrawn; it
was eqtirely used for subscriptions of new BNB shares during the first half
ol 170Y.

39. foreign Loans. As at the end of 1968, BNB had received from_ the
Inter-American Development Bank six loans totalling US$ 53.29 million.+/

0f these six loans, three totalling US$ 22 million were for private industry
and three totalling US$ 31.29 million for water supply, sewerage and housing
projects.

Lo. While commitment of the first loan for private industry took six
years, all the following loans were committed relatively quickly, and in
November 1969, only about US$ 2 million remained uncommitted under Loan
128/SF/BR made in June 1967. Under the terms of IDB's two latest loans for
private industry, sub-loans above US$ 500,000 required IDB's previous
approval. No sub-loans of more than US$ 1 million could be made except for
projects of special merit. The cost of these two loans (interest and ser-
vice charge, but excluding commitment charge) to BNB is L% on IDB's Special
Funds and 6.916% on IDB's Ordinary Capital Funds. Interest c qrged to the
sub-borrowers is 7% and 9%, respectively, so that BNB earns a spread of 3%

1/ For details see Annex 5.



- 12 -

and 2.084%, respectively, on these two loans. Use of both loans is
restricted to foreign exchange expenditures. The exchange risk is borne
by the finzl borrowers.

L1. 3L/18 Deposits. Presently, BNB's most important resources are
the deposits made by Brazilian tax-payers under the 34/18 incentive scheme
(see above paragraph 7). Annex 6 shows the status of these deposits from
the beginning of the scheme in 1962 until the end of 1968 and BNB's fore-
casts over the coming five years. Recent movements of the 3L/18 deposits
seem to indicate that the position at the end of 1969 may be some NCr$ 75
to NCr$ 100 million higher than projected by BNB, and that also BNB's fore-
casts for the near future may be on the conservative side. Nevertheless,
e  of uncertainty in the evolution of this

e
the end of 1968 financed 54.5% of BNB's total

there is a congi

ther onsiderab
c

= X=iwiv v

a. The volume of inflowing deposits depends on the attrac-
tiveness of the Northeast as against alternative uses
of the 50% tax credit. These alternatives are mainly
the Amazon region which was made eligible for investment
of tax credits in 1963 and which is already attracting
23% of all tax credits, as against the Northeast's 65%,
and such priority sectors as fishery, tourism and re-
forestation.

b. The pace of disbursement of the deposits is partially
set by SUDENE; to the extent SUDENE speeds up its
approval procedure, the average period of the deposits
with BNB (which at present is between 12 and 18 months)
and consequently their total volume decreases.

c. An investor may submit his project to SUDENE and receive
SUDENE's approval even prior to the due date of his tax
liability and thus the period of the deposit with BNB
may be reduced to a few days.

L2. While BNB tries to attract funds to the Northeast by advertising
campaigns and in direct approaches to large taxpayers in the Center-South
of the country, the factors mentioned under b. and c. are practically out
of BNB's control. Consequently, 3L/18 deposits have to be considered as a
relatively uncertain resource in the future. However, since they do not
bear interest and are not subject to monetary correction, BNB can earn sub-
stantial interest margins on them.

L3. It should be noted that the table in paragraph 3L shows only
those 34/18 deposits which SUDENE has not yet authorized for investment.

As soon as BNB receives such authorization, the deposits are transferred to
demand deposit accounts, which are then included with ordinary deposits.
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Lh. Crdinary Deposits. BNB may accept deposits from public and
private sources. During the past few years, those deposits have accounted
far approximately 8-12% of BNB's total assets. Virtually all of them have
been demand deposits.

L5. Deposits are relatively difficult to obtain since in the absence
of monetary correction or adequate remuneration, depositors would not ncr-
mally keep more money in bank accounts than strictly necessary for minimum
working capital requirements. (Central bank regulations forbid payment of
interest on demand deposits; BNB pays interest of 3-8% p.a. on term depcsits
of one month and more.) Nevertheless, the total volume of ordinary depcsits
has developed very satisfactorily over the past five years, with annual
rates of iricrease of 10-‘:0‘% in real terms. BNRB!'s expectations of a further

wa TS T - . T ~Ta arivil CApPCL e bLAVI2O

growth of deposits seem Justlfled considering the increase of economic

-
activity of the region, particularly if inflation contimues to level off so

that the losses (in real terms) to depositors are reduced.

rd .
Lé. Rediscount Iines. At present, BNB has the fo llow1ng rediscount
FandTi+dna +atnd Jame NAWE 119 N w2172 mrm 14+ +he Aormdrnad honles
vl dlUlTo UUUG.L.L.LLAE NVL P lbe oY QL LIV - Uil LIIT LUTUUlIaL ucum-
&. NCr$ 80 million for rediscount of short-term loans to
State Governments, at 15% p.a.

b. NCr$ 32 million for rediscount of short-term paper,

¢. NCr$ 20 million for rediscount of a special operation
(loan to a State electricity company), at 22% p.a.

d. NCr$ 10 million for rediscount of agricultural loans
from 2 to 10 years, at 11% p.a.
So far, BNB has used only the agricultural rediscount, and only to a minor
amount .

Qgerations

L7. Factual information on BNB's operations is contained in Annex 7
which describes in detail the institution's operational policies, the in-
terest rates charged and the evolution of BNB's short-term credits and
agricultural and industrial loans. The figures presented in that annex

show substantial though uneven growth rates in operations over the past
years. Between the end of 1965 and the end of 1968, BNB's total outstanding
loans increessed by 147% from NCr$ 351.2 million (at 1968 prices) to NCr$ 869
million. Within this overall figure, the biggest increase was in agricul-
tural lending (3L4L0%), while industrial lending increased by 185% and short-
term credit by 68%. At the same time, however, it appears that BNB was not
able to satisfy the growing demand for financing, especially in the field of
industrial lending. This situation is clearly reflected in the increasing
number and volume of projects in the pipeline as shown in the table "Flow



of Applications" (Appendix 7 of Annex 7), which also shows that BNB has
approved virtually no new industrial loans since the end of 1968. In
fact. earlv in 1QAQ plm'o 'Rn:nﬂri Aordided not o Anereacas 3+a nartfalin
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of long-term loans to industry and agriculture because of the limited
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long-term lz=nding after the end of 1969.

L8. Evaluation of Policies and Procedures. BNB's policies appear

to be well conceived. The branch managers have a considerable degree of
freedom in their lending decisions in the agricultural lending program
where loan amounts average only around NCr$ 6,000 and a greater concen-
tration of authority could be impracticable. Short-~term lending, where
higher limits per client are involved (though the individual discount
operations are small), is more closely controlled by the Head Office.

In the industrial lending program, which involves the highest individual
amounts, decision-making is entirely concentrated at Board level. Opera-
tions manuals and other instructions to the operational staff present
clear and detailed guidelines.

L9. 4s far as industrial lending in particular is concerned, the
staff in charge of the program at BNB's Head Office demonstrates a
QQT]QFAP+OPV dpcrpp of commetence, commarable to several of the better
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suffer from the scanty statistical information available for the North-
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the appraisal staff lead to studies undertaken by BNB's economic
Aanartmandt (TPINT Y  awmd Flha e ustrial credit devartment normally has a
Uopal LGl \Ldlivh jy dall uil€ 1Nausvliqdl Creald acpdi v men 11O LiaL 4 ildo o
voice in determining ETENE's annual study program.

50. Follow-up on industrial loans is of outstanding quality.

Visits to customers are thorough, and reports give a good analysis of
the borrowers' situation and performance. A continuous supervision of
the situation of BNB's industrial borrowers is greatly facilitated by
BNB's commercial banking activities.

5l. Administrative Costs. Administrative expenses incurred by
BNB during 1968 in connection with its industrial lending department,
including overheads, were approximately 2.4% of the program's propor-
tional part of BNB's total assets. If the underlying assets were
evaluated at 1958 prices, the ratio would be only 1.8%. Even the
latter figure is on the hlgh side if compared w1th old-established

dPVP10nm9h+ finance companies in other countries, but this appears to

Vi SadeaT =] (Y222 )

be, at least in part, a result of the prevailing high salary level in

Brazil. The cost of the program is, however, much lower than the cost
of BNB's short-term and agricultural lending programs (see paragraph
75 .
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53. Quality of agricultural portfolio, It can be expected that,
in such a vast lending program serving some 60,000 farmers in an area of
more than 1,5 million square kilometers, collection of maturities is

not easy. In such a situation the excellent repayment record of BlNB!s
farmer-borrowers (1oans to cooperatives, not 1ncluded, have so far got

produced any losses) as shown in the following table (in NCr$ 1,000)
is noteworthy:

Outstanding at

end of year Arrears}/ % of Amount Written Off % of Amount
Year No, Amount No. Amount Qutstanding No. Amount Outstanding
1967 37,476 11hL,L66 3,676 6,151 S.b 8oL 1,399 1.2%
1968 42,203 246,379 5,390 17,061 6.,9% 1,709 3,519 1ol ¥

It should be mentioned that many of the loans written off are later paid
back. BWB!s total losses on agricultural loans, since beginning operations
in 1954, were NCr$ L.4 million or 0.9% of all loans made.

Sk, Postponements of maturities are granted by branch managers, with-
in the limit of their authority for granting new loans, for periods not
exceeding one year, No information is available on the frequency of
postponements.

55 It is difficult to determine the effect of droughts on BNB!s
agricultural portfolio. About LOZ of the agricultural loans are made in
the "sertzo" area, which is hardest hit by the periodical droughts.
Annual maturities of investment loans to borrowers in this area would
amount to some NCr3 13.6 million. BNB would re-schedule those lvans by
one year and try to resume collections during the following year, but it
may be safe to assume that about one-third of the maturities falling due
in a drought year, i.e., some NCr$ 4.5 million, may have to be written off.
In addition, BNB might lose NCr$ 5 - 6 million of current interest income
on those loans. Concerning working capital loans, of which less than
half are carried beyond the harvest season, difficulties in repayment

are not likely to arise in more than 15-20% of the total outstanding

.qmmmf- in most cases; rescheduline 'hv one year would solve the nmh'! mss
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and BNB's loss would malnly be in unpald 1nterest.

1/ Outstanding amounts of loans in arrears on principal and/or interest
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56. BNB's experience during the relatively severe drought of 1958
was much more favorable than the previous paragraph would suggest. GRe-
portedly, losses on portfolio during that year were not higher than in
normal years. This might be due to the fact that BNB's agricultural lend-
ing program is directed towards financing cattle-raising and cash crops,
while the droughts mainly hit the subsistence crops, such as beans and
millet.

57. Quality of Industrial Portfolio. Any judgment on BNB's indus-
trial portfolio will have to take into consideration the effects of the
inflationary environment on Brazilian industries. Especially during the
years 1961 to 196L, when annual inflation rates reached 50- 90%, BNB's
industrial loans were practically gifts to the borrowers, and could normally
be reimbursed from cash generation without difficulty. If, nevertheless,
del ays in repavment occurred. these were 'Iﬂ((:'lv to0 be due to a borrower's

TGy eevaat VLL UL ARy VAT o WOILT

speculatlon on further depreciation of the prlnc1pal anount rather than to
his difficult situation. Moreover, Brazilian industries had and still have
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a tendency to keep thelr working capital at a minimum level in order to

minimize inflation losses, with the result that liguidity problems are
frequent. Although BNB pays attention in its appraisal and follow-up work
to a sufficient level of working capital, such working capital is normally
kept in stocks of raw materials rather than in cash balances. This par-
4+ 3 A1) an baasmdbd mam S At 1 n{' maad AP +laa natia Frammrant arvrraara
Ll ulal D.Lbu.d-b.LU 18 av vowne UdD-LD Ol mOsST 0L Tne radner Iirx G\iu.u nt arrears

1 ns. BNB has, however, a very

in the repayment of BNB's industria
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efficient way of recovering overdues hhl ugh its short-term credit acti-
vities. Since virtually all industrial clients whose investmen t l oans have
reached the repayment stage are also using BNB'!'s discount facilities, it

is easy for BNB to retain part of the proceeds of discount opergtlons for
cover of overdues on industrial loans.

ol

+

58. At the end of 1968, the repayment record of BNB's private indus-
trial borrowers was as follows (in millions of indicated currency units):
Amount in
No. Amount percentage
Outstanding loans 2L/ NCr$ 139.6 100%
(amounts are gross °/  Us$ 8.3 100%
before write~offs)
Loans in repayment stage 95 NCr$ 67.7 L,8.5%
27 Us$ 6.2 h.7%
Outstanding amounts of loans
in arrears on principal and/or 32 NCr$ 1h.L 10.3%
interest of 3 months and more Uss 1.8 21.7%
Written off as bad debts 10 NCr$ 0.3 0.2%
1 USH 0.06 0.7%
a7 et Takl o fes ot Toomimamme 273 TQLD S hamns crevmm TR T A =
H l\lUb avagliabie. AS AL darnuary o4, 1007, Lile re citc LDU L04liS Afi
cruzeiros and 33 loans in US dollars outstanding.



The installments actually overdue for three months or more at the end of
1968 on these loans were NCr$ 1.26 million plus US$ O.L1 million in principal
and NCr$ 1.06 million plus US$ 0.6 million in interest.

59. Nearly half of the cruzeiro loans in arrears were represented by
one big loan to a textile mill in Recife (outstanding amount NCr$ 6,071,400,
overdue installment NCr$ 251,400). This company is operating normally,

its financial structure is quite solid, and previous installments have been
paid on the due date. The reason for the default is not clear but it is
not likely to be serious.

60. The arrears position of the dollar loans is comparable to that
of the cruzeiro loans in number of operations, but more serious in amount.
Two important loans aggregating US$ 0.9 million, i.e. about half of the
foreign currency loans in arrears, were made to two companies which are
facing serious problems (a caustic soda plant, which encountered technical
difficulties, and a sisal manufacturer who has lost part of his market
follow1ng a change i import regulations); however, both loans are fullr
cured bv guarantees apd IR expects to recover the outstanding amounts

- LN TApCLULe wale afitilils

61. Postponements of m

urities have been granted in very few cases
and for periods not exceeding 1

pet-1

2 months.

62. At present, no losses appear likely to arise on BNB's industrial
portfolio apart fram the above-mentioned 11 bad loans totalling NCr$ 300,000
plus US$ 60,000, which were fully written off.

63. Loans to public borrowers for basic services, which are secured

Y m Y e e man A wrasman o 2atmaminde boa Ll A

by a pJ.t:u.ge on tax revenues allotted uy the Federal Government to the bor-
rower, are v1rtually riskless. Also, the credit risk on BNB's loans to

oL Y Lo~

State Development Banks for relending to small enterprises seems negligible.

Financial Situation

TS S ENeT 4]

6l. Financial Structure. Annex 9 shows BliB's balance sheets for 1964
through June 1969. A significant feature in BNB's structure is the decline
of the debt/equity ratio from a peak of 17.8:1 at the end of 1965 (which

was comparable to internationally observed practices in purely commercial
banking) to 1C.1:1 in 1966, 7:1 in 1967, 5.2:1 in 1968 and L.L:1 at the end
of June 1969, as a result of high profit accumulations and of the 1968/69
capital increase against cash subscription. (For the purpose of determining
this ?atio, all liabilities including deposits have been considered as
debt. )

65. It is normal practice to limit the maximum indebtedness of
development finance companies to which the Bank makes loans, to a prudent
rultiple of the borrowers' unimpaired equity. Such a limitation restricts
the borrowers' ability to incur risks connected with lending to (and
investing in securities of) business enterprises. BNB asked for a limit of
ten times its unimpaired equity. It was felt, however, that, in BiB's case,
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a more refined approach to the problem of debt limitation was required.-

In fact, the risk connected with BMB's short-term operations is substan=-

tially less than the risk of its medium- and long-term loans, especially

since BNMB's short-term lending is mainly done by way of discount of trade
bills which are self-liquidating and where more than one party is liable

for the payment of the debt. In these circumstances, and considering the
competence of BNB's management, the expertise of its appraisal staff and

+the o ey -~ VTl d A 1N

the quality of its present portfolio, an overall debt limit of 10zl
(inclusive of all short-term debt, deposits and accounts payable) seemed
prudent if, within that overall limit, BNB's power to incur term debt (i.e.
debt with initial maturities of more than one year) was restricted to four

e
] this two-
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times its unimpaired equity. During negotiations, BNB accepted
tier debt limitation.

66. The twofold limitation has to be considered in connection with

BMBis liquidity formula which determines the application of BNB's various
resources in its long-, medium~ and short-term lending operations and the
minimum level of its liquid assets (see paragraphs 67 and 68 below). Taking
account of requirements for liquid funds, the effect of the debt limitations-
will be to allow BNB's total loans and discount portfolio to go up to approx-
imately nine times its unimpaired equity. Within this portfolio, term loans
(in the Brazilian definition, for more than six months) may reach the
approximate equivalent of seven times the equity. Both of the debt limitations
leave BNB a very large margin for additional borrowings.

67, Liquidity. The nature of BNB's resources makes it impsrative tn
pay particular attention to the liquidity of the institution, especially
in view of the importance of the 3l/18 scheme (see paragraph Ll above).
Movements of 31/18 and ordinary deposits are watched continuously by BNB's
organization and planning department, and the experience gained by this
supervision is used in the elaboration of BNB's annual programs of opera-
tions, which contain formulas to determine BMB's maximum exposure in lend--
ing operations and its minimum liquidity holdings. These formulas are

carefully devised and BNB's liquidity holdings have so far been sufficient

to meet all its need

68. Annex 8 shows the formula adopted by BMB's Board for its fiscal
year 1970. ThLis formula is adequate in presen

t
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the 31,/18 deposits to be used in lending operat

n
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in the volume of these deposits appears likely. BNB has agreed that i
would at all times apply to its operations a liquidity formula satisfactory
to the Banke.

69. Profitability. Annexes 10 and 11 show BNB's profit and loss
statements and the allocation of its net income for 196L through June 1969,
For a review of BMB's past profitability, it is necessary to recall that the

institution operated at negative interest rates on its borrowings and deposits
as well as on its loans, the only exception being its foreign currency busi-
ness. This means that BNB's equity, insofar as it was employed in lending
operations, was always producing a loss in real terms, and an erosion of the
equity was only avoided by considerable leverage with free or low~cost funds.
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70. The gross annual income from BNB's portfolio of loans and dis-
counts has been relatively stable at between 15.9% and 17.1% of the average
portfolio over the past few years. Gross income on average total assets
(including monetary correction which was applicable mainly to BNB's holdings
of Treasury Bonds) during the same period rose from 10.6% during 1965 to
14.2% during 1968, but fell back to 12.4% during the first half of 1969.
The higher fluctuation in the latter ratio is due to variations in the
volume of liguid funds and in their yield. In fact, during recent years
BNB obtained a higher return on the investments it made with temporarily
liquid funds, for which it purchased interest-bearing Treasury Bonds with
full monetary correction, than on its loans and discounts, where rates were
negative or at best equal to the inflation rate.

71. Total expenses (of which between 81% and 91% were administrative
expenses, and the rest interest, commissions and depreciation of fixed
assets) were 5.6% of average total assets during l96>, went down to 3.9%
following 2 quick growth of assets during 1966, but increased again to 4.9%
in 1967 and to 7.3% in 1968. The growth of expenses during the past two
woaras waa mainlv ecanaced bhv exvtremely fact inereases in salaries and QQCia.l
J\Jm »~J WwWQw -'.llg-l-LLJ-J QWD L IJJ v Ud Wwrdldiss J-J - AW W whed 0rd N LT W WS .MA [=Aw R P Tt A%a [ ——
benefits. While th number of staff grew by 12% in 1967 and 17% in 1963,
+ha drnAamanaan {3 2l bavma ) 4n roeranrnel aaata waae DAY and AP9Y regnectivelv.
wlic .x.u\.u.caac \in €a.L LeEYrmMS ,; in personlicr COOLS WAS DU alll Ve LTopobLivoly
The main reason for these extraordinarily high increases was the shift to a
LN hmine seanls Ao ds s 1047 (ana ahavea rmagmnarnh A3N)Y +ha dmanafPormation of

LN uuw. wWoon U.U..L .Llls .L]U{ \otT apove PGLGBLGP&L ANV LIIC vl QllodAViliiGvavie wva
the staff bonuses formerly paid out of net profits into a regular expense,
an increase in social security contributions, and apparently also a quite
liberal salary policy made possible after BNB's good profits in 1966 and

EWe T4 - e s a - ~ a He L SID a0 A0LD) alimr o maladSera Aaonne
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of total expenses to 6.2% of average total assets If staff bonuses (Whl

are now again being paid out of net profits) are added to expenses, the
ratio is 7.2% p.a. which is still a fraction below the 1968 expenses.

72. BNB's operating profit (including monetary correction on Treasury
Bonds) developed as follows during recent years(as a percentage of average
total assets): . o i A oz
1965 1966 1967 1564 First Half 1707
(annual ratey

(a) before adjustments for
portfolio losses 5.0 8.6 7.9 6.8 6.2

(b) after adjustments for o ) ] .
portfolic losses 5.0 8.6 7.6 6.0 S.h

As may be seen from this table, portfolio losses had an effect on profit-
ability only since 1967. The relatively heavy write-offs in 1968 and 1969
were due to the adoption of a very cautious write-off policy and thus are
likely to contain some hidden reserves.

73. The following table shows BNB's net earnings in absolute amounts
and in relation to assets and equity:



Net profits (nominal) in
NCr$ '000

Add: Monetary correction
directly credited to
reserves

Net earnings (nominal) in
NCr$ '000

Net earnings at 1968 prices

in NCr$ '000

a. Net earnings (nominal) as

percentage of average total

assets (nominal)

h. Net earnincs (nominsz1) as

D. Net earnlings (nomina 1) as
centage of paid-in share
ranital at and nf rneriond
caplial atl end Ol perlioa
(nominal)

c. Net earnings (nominal) as
e -~ € meranva

yowrn ~ P
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equity (nominal)

d. Net earnings (nominal) as
percentage of equity at
begirming of period
(nominal)

e. Net earnings (real) as per-

centage of equity at
beginning of period (i.e.

after deduction of annual

inflation rate)

Earnings have declined more sharply if measured against equity (c.) than
if measured against total assets (a.).
the period under consideration, BNB's equity has grown faster than its
assets. BNB has practically no possibility of paying out its profits, since
dividend distributions are limited by its statutes to 20% and the dividends
accruing to the Federal Government are kept on deposit and eventually re-

invested in BNB's equity.

This is due to the fact that, during

First
 Half
1965 1966 1967 1968 1969
9,052 37,198 37,213 L2,407 35,510
76l 16 15,916 20,075 17
9,816 37,214 53,129 62,482 35,527
21,703 59,431 65,986 62,482 32,926
5.0 8.6 7.6 6.0 5.L(p.a.)
258.7 979.8 34L9.5 L1l1l.1 55.6{p.a.)
88.2 110.5 68.2  lhi.2  32.0(p.a.)
150.6 236.L 102.9 60.0 35.7{p-a.)
$3.5  197.9 4.3  35.8 19.8(p.a.)



4. BNB's shares are quoted on the Rio de Janeiro and Salvador Stock
Exchanges. Quotations in Rio were in the range of 150-250% of par during
October 1969, with a total turnover of some 280,000 shares during that
month. On the basis of these prices and the 1968 dividend rate of 12%, the
vield of BliB's shares was L.8-6.3%. The net asset value of BNB's shares at
the end of June 1969 was 184% of par.

75. Allocation of Income, Expenses and Profits. The contribution of
the three lending programs (short-term, agricultural and industrial lending)
to BNB's overall profitability varies, not only becauvse of the difference
in lending rates but also because of the workload involved. BNB's internal
cost accounting makes it possible to determine BNB's income, expenses and
net profits for 1968 in relation to each of the three programs. The fol-
lowing table shows the breakdown:

Share Share Share in Share in
Share in Total in in Total Total
Outstanding Total Total Net Net

Volume of ILoans Income  Expense Profits ~ Profits

(nominal) (adjusted)

Short-term 39.4,8% 52.3% L7.6% 61.7% 113.0%
Agriculture 31.19% 2L.2% 38.8%4 - 5.L% -90.0%
Industry 29.33% 19.3% 13.6% 30.9% 34.5%

Short-term
investments - L.2% - 12.8% L2.5%
100.00% 100.0% 100.0% 100.0% 100.0%

Expenses shown above include interest paid on borrowings and on certain
types nf‘ deposits. If it is assumed that BNB's equity was used proportion-

ately ith other resources in its three lending programs and if net profits
are redu r-nfi to real terms (i.e. if that part of net profits which was off-
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set_by the depreciation of BNB's 1nf1dtlon is added to expen-
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BNB's various operations to its profitability.

76. In absolute figures, BNB's net profit for 1968 in real terms would
be NCr $ 12.8 million instead of the N(‘r‘k 2.l million shoun in the balance
sheet, and the agricultural lending program alone would result in a loss of
NCr$ 11.5 million. All other factors remaining equal, the agricultural
portfollo would have to earn five percentage points more interest than it
n'l-.d ln. 'IOAQ 4+ hrnaalsr At al +~ M~ raront ne an in intorec
LU LU DL Udt\ UVDAL .LL.I. LcG-L UU.L 'HD! J.LLU L ovTiliiv (S S lvCld Cwu

ingerea 1Y
rates on agrlcultural loans, when fully effectlve (i.e. after full repay-
ment of the loans made at the old ra e) 15 11kely to result i ©
increase in earnlngs of only around two percentaoe p01nts and would
fore cover only about 40% of the deficit. As shown in paragraph 75,
high personnel and other expenses involved in the agrlcultural lending
o b MO TN P, |

gram are pr:lmarl.r_y responsu).Le I.Ol" l‘DS GE;‘.LlL.Lb, WIleI‘bab DIIB J.Iluubbl lal
lending program, which involves lower expenses, made a sizeable contribution

1/ This disregards the fact that during 1968, BNB was able to cover a
large part of this depreciation by placing liquid funds in readjustable
Treasury Bonds.
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to BNB's net profit in spite of the fact that the prevailing interest on
industrial loans during 1968 was lower than the interest on agricultural
loans.l/ Measured against total capita].employed, the internal return on

BNB's industrial lending program (after administrative and other expenses,
but before interest charges) was around 8.2% during 1968.

77. While there is a subsidy element in each of BNB's lending pro-
grams, the subsidy appears particularly high in agricultural lending, where
the prevailing interest rates are presently not sufficient to cover fully
BNB's costs. It should be added that BNB also renders same non-financial
services to the Northeast region for which it does not receive any compen-
sation. As mentioned above in paragraph 26, the department of €conomic
studies performs research work on a larger scale than required to support
BNB's operations; and it may be assumed that 50% of the department's ex-
penses are in fact a contribution to the economic development of the region.
Total direct cost of ETENE during 1968 was NCr$ 1.6 million, and indirect
cost may be estimated at approximately NCr$ 500,000, resulting in a total
expense of NCr$ 2.1 million or roughly 2.5% of BNB's total expenses, so
that the cost of BNB's uncompensated economic research work is about

NCr$ 1.05 million. While this figure is substantial in absolute terms,

it is small if compared with BNB's total expenditures. BNB's contribution
to the improvement of professional education within the region is not
negligible but it has always been a by-product of the institution's inter-
nal training programs and cannot easily be expressed in figures.

Economic Impact of BNB's Industrial Lending Program

78. The attached Supplementary Report discusses in detail the eco-
nomics of the Northeast Industrialization Program. Since the enterprises

financed by BNB are part of this program, the conclusions of the Supple-

mentary Report apply by and large to BiB's industrial lending program as

well. A comparison of the sectoral and regional distribution of the two
programs reveals that these are largely identical: BNB has., however, con-

eals that these argely identical; BNB has, er;
trlbuted more than proportionally to the financing of textile projects
which account for nearly 28% of its total loan approvals, as against 17%
in volume of SUDENE-approved projects, and has a relatively small share in
the chemical sector (15% as against 27%) where some big projects seem to
account for a large part of the total investment figure. BNB's loans are
concentrated in the three tates of Pernambu Rahdia and o n +A annrovd -
WAL DhAvae A UYL Add WAl o UJ.J.LGJ(LUU.\‘U, Lalilda Gl Vo (=3 v at)bl& Nk

mately the same extent (69

o
(5]
annrarad niraserta (77F). if

in number of total loans approved) as the SUDENE-

approved projecis (iiLpe)s BNB!'s "pel"au.l.uuo in these three states, measured
in volume, are hlgher (86% of total pprovals) than the correspondlng per-

mf o AP +ha T‘D 2nd Q10N o L1 Dol Llasd
cenvage oI Tae ou um_.—p.Lchbub {61%), this seems to point to the fact that
under the SUDENE point system, projects in these three states obtain less
2, /1R funds [ P I SIS AT SN SO I s
o/ 10 Iun and have, therefore, higher loan financing requirements.

70 Masna o o Jc‘l_- [ e Y o 60 o) oo W TR SRR | — eyt 3,32 clr e e -
{7 ouring one years 1705-00, DD dlisoursed, Or started disbursements
on, loans o 101 priva e industrial enterprises totalling US$ L5 million
equivalent. Total investment in the projects financed by these loans is

1/ This interest pattern was reversed at the beginning of 1969 when the
rate for industrial investment loans in local currency was increased

from 1L% p.a. to 22% p.a.
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estimated at US$ 93.2 million equivalent. These figures correspond to
approximately 14Z and 30%, respectively, of total industrial investment in
the area dwuring the period. Estimated new employment creatsd by these pro-
jects is 12,64, jobs. This would result in an average investment cost per
job created of approx1mately US$ 7,400, which comes very close to the
figure of US$ 7,500 quoted in the Supplementary Report. Annual gross value
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added by these prodects after completlon is estimated at Us$ 49.3 millicn

or IS¢ 2 900 per job created. For commarison. gross value nerd by many-
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facturing .ndustry in the Northeast during 1966 was US$ L1hL.7 llon, the

total labor force was 184,000, and gross value added per worker was

US$ 2,250. Unfortunately, BNB has never determined to what extent its

Arndniatrial Tonddine activriddiecs w11 comtribhiite +0 2ann ineor eas exnort
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earnings. BNB should, as part of its follow-up activities and of it
a1
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economic ::u’u.u..x.ca, review the actual periormance ©1I vuie 1ndus
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prises it has financed, from the viewpoint of economic 1mpact
The Outlook

80. lNeed for Additional Resources.(a) Present Resources. BNB's re-
sources shown in its balance sheet as at June 30, 1969, would, in accord-
ance with the ligquidity formula §escr1bed in Annex 8, permlt BNB to 1ncrease
its outstanding long~term loans/ by an amount of NCr¢ 2.9 million (in
local currency). In addition, BNB may utilize its long-term agricultural
rediscount facility with the central bank for NCr$ 10 miillion, which would
bring its total available long-term local currency resowces to approximately
NCr$ 35 million. Furthermore, BNB has uncommitted foreign exchange resources
of US$ 2 million under one of the two IDB loans for private industry which
BNB received in 1967. Proceeds of this loan are restricted to procurement
from member countries of IDB.

81. (b) Prospective Demand for Finance. Appendix 7 of Annex 7 shows
the inflow of applications for BNB's industrial loans. There was quite a
steady flow until and including the first quarter of 1969; after the end

of March 1969, new applications decreased sharply when it became known that
BNB had temporarily discountinued its long-term lending (see paragraph L7
above ). However, it may be assumed that the flow will resume at a pace at
least equal (in constant prices) to that of 1968 and early 1969, as soon as
BNB starts lending to industry again (which it intends to do early in 1970),
the more so since disbursements of 34/18 deposits, which are an indicator
of the investment activity in the region, are increasing as projected.
Thus, the assumption seems justified that BNB will receive requests for new
loans to private industry during 1970 and each of the next following years
of at least NCr$ 235-265 million (at 1968 prices) of which NCr$ 140-150
million would be for local currency expenditures and NCr$ $5-115 million
(equivalent of US$ 25-30 million) for financing of imported goods and ser-
vices. These estimates of applications could be expected to result in net
commitments as follows:

g-term loans are made under BNB's industrial lending program.



NCr$ miliion US$ million
(at 1968 prices)

Annual applications 140-150 25-30
Deduct: Rejected or returned _ . R

(332'1/) L7- 50 8-10

Gross approvals 93-100 17-20

Deduct: Withdrawn after approval A

(20% of approvals 1/) 19- 20 3- L

Net annual commitments 74- 80 1L4-16

In addition, the backlog of unprocessed projects as of September 30, 1969
might result in net commitments as follows:

NCr$ million U33$ million
(at 1968 prices)

Unprocessed as at
September 30, 1969 120 25.5
Deduct: Rejected or returned
(33% /) 4o 8.5
Gross approvals 80 17.0
Deduct: Withdrawn after approval
(20% of approvals 1/) 16 3.4
Net commitments 6L 13.6

Given these figures, it would seem conservative to assume that BNB's poten-
3 mATiatryyr Anrnine aarnh of +he
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tial commitments of investment loans to praivave inausury auring eacn
next two or three years would be not less than NCr$ 100 million plus US$ 20
million. These calculations have been made on the assumption that BNB would
have the necessary resources both in local and foreign currency; they dis-

regard the impact of the proposed increase of BNB's lending rates.

82. BNB intends to increase its lending rate on industrial loans 1o
10% (with full indexing of the principal) far local currency loans of more
than five years (from presently 22% net without indexing) and to 10% (from
presently 9%) on foreign exchange loans, with the exchange risk carried by
the final borrower. The impact of this increase in lending rates on BNB's
future industrial lending is difficult to evaluate. TWhen the rate for
local currency loans was increased from 1L% to 22% at the end of 1968, all
applicants were notified and very few of them decided to withdraw their
applications, but even 22% was a negative rate if compared with the rate of
inflation of 24.2% during 1968. However, equity for industrial projects in
the Northeast is rather easily available under the 3;/18 scheme, and in the
past only around one third of the projects approved by SUDENE has come to
BNB for loan financing, so it cennot be ruled out that, if the cost of loan
financing substantially exceeds past levels, many of BNB's potential clients

1/ Percentages of applications rejected/returned and withdrawals after
approval are those observed during 1968.



will prefer to finance their whole projects from equity. It seems impossible
to give more than an order of magnitude of the impact of an increased cost
of money on the volume of BNB's lending; however, the change from near or
below zero (in real terms) to a true cost of 10% p.a. could cause a decrease
of future epplications of up to 50%. This would mean that net commitmerts

of local currency loans to private industry might, in the worst case, be
only NCr$ 50 million annually (at 1968 prices) instead of NCr$ 100 million
as estimated above.

83. hs far as foreign exchange loans are concerned, it is not expected
that an increase of BNB's lending rate from the current 9% (on loans made
with the Inter-American Development Bank's ordinary capital funds) to 10%
would have any significant impact on BNB's volume of foreign exchange loans
which, moreover, has been estimated conservatively.

8h. Since, in the past, BNB's foreign currency loans have generally
been made simultaneously with local currency loans, the foreign exchange
component of projects sometimes being relatively small, it must be expected
that some requests for foreign currency loans will be withdrawn if BNB is
not able to accommodate its customers with local currency loans because of
a shortage of cruzeiro resources. A check of the unprocessed applications
for loans to private industry as at March 31, 1969, showed that around two
thirds of the requests for foreign exchange were in conjunction with re-
quests for cruzeiro funds. Theoretically, this would mean that if half of
the local currency loans BNB would otherwise have approved were refused
because of a shortage of local currency resources, and if all the appli-
cants that were thus turned down were to withdraw their requests for foreign

b G~ wlallo LAl QLWL ol Woem Viilal &

currency assistance, the volume of foreign currency lending would decrease

> .
by one third; in other words, the estimates of annual net commitments of

NCr$ 100 million plus US$ 20 million would have to be reduced to NCrd 50

o) . : 4- 4~
million plus US$ 13 million. However, it appears too pessimistic to assume

that refusal of local currency funds would automatlcally lead to a cancel-
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that in such 01Icumstances an estimate of U3$ 15 million annually would
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resources in fo relgn and local currency are nece ocry.
For fu;c¢5u currency to finance the import component of projects, BNB has
asked for a loan of US$ 25 million which should cover foreign exchange
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requirements for lending rivate industry for a period of around 18
months .
86. Annex 1l; shows the projected limits of BNB's exposure in long-,

medium~- and short-term lending operations. Those limits result from the
application of BNB's liquidity formula (described in Annex 8) to its re-
source forecasts as shown in the balance sheet projections (Annex 12).
Based on these projections, the following table gives an estimate of BNB's
local currency resources available for disbursements of long-term loans
during 1970 and 1971 (in NCr$ million, at current prices):



Increase in maximum availability

for long-term loans 210 309
Deduct: Estimated increase in out-
standing foreign currency loans _LO 80
Margin for increase of local currency
loans 170 229
Add: Estimated repayments on local
currency loans 83 100
Estimated total available for disburse~
ments of local currency loans 253 329

In principle, there should be no difficulty for BNB to allocate, out of
these totals, to its industrial lending program a sufficient portion to
cover the expected net commitments of local currency loans to private
industry which are, as stated above (see paragraph 81) in the order of
NCr$ 100 million annually at 1968 prices (i.e. approximately NCr$ 138 mil-
lion for 1970 and NCr$ 152 million for 1971 at current prices). This would
leave BNB with enough free funds to continue its agricultural investment
lending. Nevertheless, to make sure that BNB will actually be able to pro-
vide long-term local currency funds to the industrial sector in sufficient
amounts even in the face of a shortfall of the resources BNB projects to
have available or an extraordinary increase in demand for agricultural
investment finance,; BNB has undertaken to make arrangements that would
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enable it to draw on supplementary resources in the case its ordinary re-
sources were insufficient to carry m1+- within the limits set hv its

liquidity formula, a program of long-term industrial lending 1nvolv1ng net
i east NCr$ 100 million vear during 1970 and 1971 This
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88. BNB's profit and loss projections, while reasonable in themselves,
UUVJ.OU.S].y are derived from and conditional upon the evolution of its volume
of business and especially of its resources. Prov1ded these develop as
expected, BNB is likely to make annual net profits (in nominal terms) of

the order of 29-31% of its equity, which would be sufficient to protect the
institution against the erosion of its equity even if infliation were to
continue at rates of 20% p.a., and to leave a moderate surplus as a
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safeguard against possible portfolio losses exceeding the normal level of
bad debts. However, BNB continues to operate in an uncertain envirorment;
moreover, BNB continues to lend at negative interest rates and below its
own cost in its agricultural lending program and consequently depends on
leverage with non-indexed, low-cost funds and on other lending programs to
operate profitably. In order to protect the interests of the Bank as cre-
ditor, the Bank asked BNB for, and BNB agreed to give, an undertaking that
it will take all action necessary to ensure that its annual return (in real
terms) will not drop below 5% of its equity. This undertaking is backed by
the commitment of the Govermment as guarantor to enable the borrower to
perform its obligations vis-a-vis the Bank. The rate of 5% is deemed
sufficient to keep BNB's equity intact at its present level (in real terms),
even if it has to absorb more than normal portfolio losses.

89. While this undertaking was requested in order to assure an ade-
quate equity underpinning of the proposed Bank loan, we were concerned also
about a satisfactory return of the capital employed by BNB as an indicator
of the effective use of such capital. However, since BNB combines a variety
of functions, including some which are purely public services (like its
research and training program) and some which contain important elements of
subsidy (like the agricultural program), it was not meaningful to apply the
test of an adequate return on capital to the institution as a whole. It
therefore seemed appropriate to isolate for this purpose BNB's industrial
lending program, especially since use of the proposed Bank loan will be
restricted to financing of industry. BNB undertook that the return (in
real terms) on capital employed by it for industrial lending and investing
would not be less than the Bank's lending rate applicable to the proposad
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loan, i.e. not less than 7%. This appears to be satisfactory. Slnce BNB
intends to charge 10% intarest on both its local and foreign currency loans
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for investment in industry, and since its administrative expenses during

TQAR were 1.8¢ of the (revalued) canital emnloved in the program {see above
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paragraph 51), BNB should have no difficulties in meeting thls test which,
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according te the agreement reached during negotiations, will be applied to

all industrial loans (and investments, if any) made by BNB after the end of
v

J-
1969. To allow for a transition weriod, it was nevertheless r_\g‘r‘ppﬂ +o
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apply the test for the first time to BNB's fiscal year ending on December 31,
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IV. CONCLUSIONS AND RECOMMENDATIONS
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Northeast is desirable to strengthen the economy of the region. On the
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carried out although a full-scale review of the incentive scheme should be
undertaken, with a view to possible revisions. Meanwhile, the distorting
effect of negative interest rates is being reduced by the introduction, as
of January 1970, of a new pattern of interest rates for long-term industrial
investment, finance to be applied by the banking institutions of the official



sector. INB has affirmed its policy to seek to assure the highest possible
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which it makes loans and that i% will not submit for Bank flnan01ng, except
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less than 25% of total estimated investment cost, compared to the 12.5%
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g1. BNB is a well-managed and well-organized development bank with

a long and generally satisfactory record of experience. It is the most
important sowrce of finance for investment in industry of the region, and
has contributed to the economic development of the Northeast not only
financially but also by economic research activities and the technical
assistance rendered to numerous borrowers through its important branch net-
work.

92. BNB's business expectations are good, in terms of both operations
and profitability. It can meet these expectations, however, only if it can
acquire additional long-term resources in local cwrrency and in foreign
exchange.

93. In view of its good performance, its satisfactory operational
standards and its contribution to the economic development of the Northeast,
BNB may be considered a suitable recipient for Bank loans. A loan of US$ 25
million is recommended to cover BNB's requirements of foreign currency for
financing the import component of the cost of private industrial projzcts
over a period of around Bmonths. This loan should contain provisions

normal in Bank lending to development finance companies, including provisions
for commitment charge. Furthermore, the following conditions have been
agreed to by BNB during negotiatio

a. BNR will at all times apply to its operations a formmla,
satisfactory to the Bank, defining 1ts maximum exposure
in 1nn‘g..+am’ nedium-term and short-term "Ipnrhhn in

d
accordance with its different resources, to assure that
the institution mai 13 i

dity.
b. BNB's total indebtedness

+ha ammindt Af J4+a ndmm
ULJ.G SLVWLL Y VL

B viw]
standing term debt (with initial
one Jc:cu.) wi t four ¢

equity.

i1l be limited to ten times
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c. BNB will undertake to take all action that may'be neces-
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sary to ensure \d} Dﬂab its annual return \.LI]. edd Lellld )y

will not drop below 5% of its equity and (b) that the
return on capital invested in BNB's industrial lending
program will not drop below a rate equal to the Bank's

lending rate on the proposed loan, which will be 7%.



BNB will make arrangements to enable it to draw on sup-
plementary resources in the case its ordinary resources
are ingufficient to carry out, within the limits set by
its liquidity formula, a program of long-term industrial
lending involving net commitments of at least NCr$ 100
million a year during 1970 and 1971.

The proceeds of a Bank loan will be relent at a rate at
least 2.5% above the rate charged by the Bank, which
would leave BNB a modest margin after covering its
administrative expenses in connection with its indus-
trial lending activities. The exchange risk would be
assumed by the final borrower.

The Bank's prior approval will be required for all pro-
Jjects using more than US$ 250,000 from the loan; judging
from BNB's past foreign exchange loans (from IDB re-
sources), approximately LO% in number and 84% in value
of the sub-loans would be above this limit. The aggre-
gate amount of sub-loans not requiring the Bank's prior
approval will be US$ 5 million.

BNB will have its accounts audited anmually by a quali-
fied independent auditor acceptable to the Bank; receipt
of a report on the first audit made, disclosing a satis-
factory financial position of the institution, will be a
condition of effectiveness of the proposed loan.
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ANNEX 1

BANCO DO NORDESTE DO BRASIL S.A.

Evolution and Distribution of Share Capital

(in NCr$ 1,000, at current prices)
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1965: Capital increase by way of:
a) Revaluation of assets (bonus shares) 500
b) Transfers from reserves (bonus shares) 300
¢) Subscriptions under rights issue
(1) Federal Government (against

special deposits with BNB) 2,780
(ii) Others (cash) 192
3,700
Share capital from February 1965 3,800
1967: Capital increase by way of transfers from
reserves (bonus shares) 11,400
Share capital from September 1967 15,200
1968/69: Capital increase by way of: o
a) Transfers from reserves (bonus shares) 45,600
b) Subscriptions under right issue 79,200
Share capital from June 1969 124,800
l).LO,QOQ
B. Ownership (in % of share capital) )
1954 1965 1969
Federal Government 70.0 87.8 72.9
State Governments 3.3 0.8 0.9
Municipalities 1.6 O.h 0.6
Total public sector 74.9 89.0 7h.h

Companies 7.0 3.1 n.a.
Individuals 18.1 7.9 n.a.
Total private sector 25.1 11.0 25.6
100.0 100.0 100.0

IBRD/DFC

December 9, 1969
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ANNEX 3

BANCO DO NORDESTE DO BRASIL SoA,

Name

Rubens Vaz da Costa
Luis Carlos Bello Pargs

José Cortez Pereira de
Araujo

Hilberto Mascarenhas

Alves da Silva

Murillo Borges Moreira

IBRD/DFC
August 11, 1969

Board of Directors

Position

President

Director of
General Credit

Director of
Agricultural Credit

Financial
Director

Director of
Industrial Credit

s S

Term of Office

1973

1973

1973
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BANCO DO NORDESTE DO BRASIL S.A.

Movement of Capital Accounts

(in NCr$ 1,000 at current prices)

Changes in
Changes - : Changes First Half
156k  in 1962 1065 e 1066 gt 19678 in 1868 1568x of 1969 June 30, 1969
3 / 8/
Share Capital 100 («2,900%&41—‘/ 3,800 - 3,800 »u,hoo;/ 15,200 - 15,200 (+115 ldog/ 140,000~
(+ 500% (+ 9,357
(+ 300
8/ 3y b/ 8/ L/ 8/ 3
Capital Increase Ascount 2,1667 ~2,166" - - - +hk, 800 Lk, 800 +25,0L3 69,8L3 - 69,8l3 -
Reserves
o v 1/ Yy v v
Legal Heserve 253 + hzsn/ 682 +1,8257/ 2,507 + 1,819/ 4,326 +2,1207/ 6,Lk7 + 1,3571/ 7,804
Regerve for unspecified credit risks 331 + B59™ 1,190 + 3,650 4,839 + 3,6387 8,477 + h,2hl' 12,718 + 2,7157 15,433
Reserve for specified credit risks® 7 + 39 L6 + 58 104 + 2,264 2,368 - 2,368 - v -
Reserve for possible losses - 1/ - - Vv - - v - - + 8,361y 8,361
Reserve for drought risks L,Lh3 +1, 32h‘ 2,767 + 1,348 7,115 + L, L7 11,589 (+ 673]/ 16,503 {(+ 2,718 19,L40
2/ 2/ (+ k,201~ (+ 222 '
Reserve for rural risks 506, + 859 1,365 + 3,650” 5,015 . 5,015 - 5,015 - 5,015
Reserve for capital increase (comstituted 5/ 5/ ' 3
by revaluation of assets) 8 + 264 312 + 16" 328 415,916 16,2hh +20,058 36,302 - 29,800 6,502
Reserve fund for capital increase 2/ 2/ 2/ 2 3 3
(Constituted from income) 300 (+2,2003, 2,200 +10,000 12,200 (+15,0003/ 15,800 +25,800 41,600 - 15,800 25,800
- 3003, 2/ (-11,k007, Y4
Reserve for assistance to employees 173 + 2703 Lh3 +  hikpy 97 + 2202 1,137 + 578 1,715 - 1,715
for social charges 200 v 2005, 400 + 205, 670 -2/ 670 - 2/ 670 - 670
n for direct investments 333 + 200 533 + 1,000~ 1,533 + 5,000 6,533 + 3,000' 9,533 - 9,533
" for construction of office : 2/ 2/ 2/
buildings 700 +1,300" 2,000 +10,000 12,000 + L, 000 16,000 - 16,000 - 16,000
" for monetary corrections on 5/ ' 5/
real estate loans - - - - - - + 17 17 + 17 3L
" for monetary corrections on
fixed asse N - A - I - L - L - N
Workers indemnity fund!/ - - - + 590 590 + 223 813 + 197 1,010 + 27 _ 1,037
Total 6,56k +9,178 15,742 +35,881 51,622 +97,35k 148,976 +83,600 232,577 + 2,771 257,348
Same at 1968 prices 22,803 34,806 82,440 185,028 232,577 238,506

NB: Figures may not add up due to rounding.

* End of year, and after allocatioms.

1/ Allocation frem net profit made by Management.

2/ Allocation from net profit made by General Assembly.

%ﬁ Transfers from and to other equity accounts.

Cash contributions or transfers from accounts other than equity.

5/ Revaluation of assets.

7/ Allocations made out of administrative expenses.

8/ Of which:

IBRD/DFC
December 9, 1969

unpaid subscriptions 48(196L);

5/ Since 1968, bad debts are written off directly, hence this reserve has been cancelled.

Lk,800(1967); 33,3L1(1968); 12,600(1969).

T XINNY



BANCC DO NORDESTE O BRACIL S.A.

Terms and Conditions of Irter-American Development Bank Loans

Amonunt Amount
Date of Amourt Term Interest Excharnge risk Committed Disbursed
No, of Ioan  Loan Agreement Purpose {millions of U3%) (Yenars) “ate carried by as at 12/31/68
Private Fipal
3/3F/BR April 3, 1961 Industry 10 16 (4) I, 1/2% Borrower 9,70 9,70
Water supply
30/TF/BR May 2, 1963 and Sewerage 12,99 30 2 3/hs3/L% Govt. 12,99 12,19
Low cost
LO/TF/BR Dec. 13, 1963 Housing 3.85 26 1 1/h+3/L% Govt. 3.85 2.06
Water Final
_23/SF/BR June 30, 1967  Supply 1h.L5 25 (b)) 2 1/L+3/4% Borrower .45 1.45
Private Final
L28/SF/BR June 30, 1967 Industry 6.0 16 (L) 3 1/L+3/L% Borrower 3,19 1.13
Private 5/ . 3/
41/0C/BR June 30, 1957 Industry 640~ 15 (4) 6 1/7 for Usp Final 7.30< 1.23
- 6 1/2 + 1 1/4 Borrower
53,29 for Sfrs

1/ Figures in parentheses are grace periods included in the total terms of the loans,

2/ US$ L million plus Sfrs. 8.75 million.

3/ Commitments of US$1.3 million were made in excess of the loan amount. BNB expects that some of
its sub-locanswill be cancelled indue course,

IBRD/DKC
December 9@, 1757
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ANNEX 6

BANCGC DO 1

o

Past and Projected Evolution of 34/18 Deposits

3 P S N oar . f 3 AY
(in millions of NCr$, at current prices)

Depesits received Disbursements Other 1/ Position gt
Year during year authorized by SUDENE Debits— Year End
1962 5,7 - 0.0 5.7
1963 7.7 0.1 0.1 13.1
1964 37.3 h.2 0.9 L5.2
1965 1h9.h 8.7 0.0 185.9
1966 226.6 L2.7 0.6 369.2
1967 351.1 178.1 0.7 cl1.6
1968 L56.7 322.3 3.9 672.1
L969£/ 601.0 528.0 3/ 745.0
19’03/ 673.0 673.0 3/ 7L5.0
1972/ B48.0 883.0 3/ 710.0
19723/ 932.0 982.0 3/ 660.0
19732/ 1,068.0 1,128.0 3/ £00.0

NB: Figures may not add up due to rounding.

1/ Deposits forfeited after expiry of term or repaid to taxpayers following
adjustment of their tax liability.

g/ BNB's forecasts, based on projected income tax revenues. The share of
31;/18 deposits in total tax revenues has been assumed to decrease from
27% in 1969 to 20% in 1973.

3/ Negligible amounts.

IBRD/DFC

December 9, 1969



ANNEX 7
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BANCO DO NORDESTE DO BRASIL S.A.

I. Operational Policies and Procedures

1. Vﬁthin broad guidelines contained in Chapter VI

Articles of ;LSSOCI&U.LUU., BllB's Board decides on the inst

operational pOllCleS. The following note gives a brie
present policies and procedures as contained in BNB!s Articles of

Association, Board Resolutions and Operational Manuals.

General Policies

2. BNB shall not lend more than 60% of the value of the security
of its loans; in exceptional cases and for operations against nledge of

agrlcultural products, this limit may be increased to 80,. Terms of

loans shall not normally exceed 10 years except for loans from special

long~term resources. Lendlng decisions shall be made on the basis of

the economic merits of the projects, taking into consideration the

profitab'ility of the investment, its direct or indirect impact on the
_ 4

national production, its gestation period, and its benefits to the
population as a whole. No regard shall be paid to proportional
distribution of BNBfs lending activities among the States of its area

of operation, except if the projects presented for financing are strictly
equal as to their economic merits. BNB shall cooperate, whenever
necessary, with other financing institutions and preferably with
Government-owned or cooperative credit institutions.

Short-term Lending and Discounts

3. Although BNWB has been conceived as a development finance
institution with a special vocation in agricultural and industrial
investment finance, the character of its resources make it impossible
for BNB to use them exclusively at medium~- and long-term. Furthermore,
BilB's commercial banking business is a service to its agricultural and
industrial customers especially in the interior of the region where
the network of commercial bank agencies is insufficient.

. BNB's short-term credit is only available for productive purposes.
Priority is given to financing of sales of merchandise by way of discount
of commercial paper (accepted trade bills and invoices). Inventories of
merchandise are normally financed only at the stage of the producer and
to the extent the volume of the inventories does not exceed normally
admitted limits. BNB also finances nurchases of agricultural products



during the period of the harvest by traders specializing in such
cormerce; other short-term financing of agricultural products at
the stage of the trader is avoided as far as possible since BNB
prefers to assist the producers through its specialized agricultural
lending program,

S BNB also makes short-term advances to the Govermments of the
Northeastern States. These advances serve to close the gap between

budget expenditures, which are dlstrlbuted falrly Pvenly throughout the
fisecal vyear, and revenues which are gen ted mainly during the second

-~ i S, Toay Al 2T VoiRTS Wild ST plas e

half of the year.

6. Letailed operational manuals edited and periodically revised by
the Head Office regulate the operating procedures. The authority of the
branch ranagers in determining individual lending and discount llnlts for
customers is very limited; according to the size of the branch, the
managers may authorize limits of WCr$ 4,000 to 20,00C. Higher limits
have to be authorized by the Head of the General Credit Department of
the Head Office (up to NCr$ 20,000), the Board member in charge of
General Credit {(up to NCrj L0,000), the President (un to NCr$ 100,000)
or BNB's Board (above NCr$ 100,000).

Agricultwral Lending

Te The purpose of BNB's agricultural loans is to enable the farmer

to put his property to a more efficient use or to assist him in
1ntroduc1ng new farming techniques. BNB requires the farmer to submit
plans of the operation to be financed, and to share in its cost. Loans
are made for financing of investments or working capital. The following
types of agricultural investments are eligible for BWB financing:
permanent crops (cotton, bancnas, etc.); dams, wells, irrigation works;
pastures; livestock improvement; improvement or expansion of milk
production; acquisition and expansion of livestocks acquisition of
agricultural machinery; seed production; formation of small agricultural
industry; acquisition of beasts for farm work; forestation and
reforestation; barn and silos; rural housing; fences; other farming
improvements; and apiculture.

8. tlorking capital loans are made mainly for cattle raising and
expenses in connection with cotton growing.

9. Loans are made either directly to farmers or through agricultural
cooperatives. In accordance with a general rule contained in BilBts
Articles of Association, loans to cooperatives are made at lower
interest rates than direct loans to farmers for the same purpose (see
para, 2i).

10, BiB's branch managers are authorized to decide on loans within
limits of NCr3 12,000 to NCr$ 30,000 according to the size of the branch.
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Because of the small average size of the loans, 98% (in number) of
all agricultural loans fall within these limits; the remaining 2%
avycoedine the 1imi+ are enhmittad +a ANRIe Raard
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Industrial Lending

12, BNB's industrial lending program may be subdivided as follows:

a. lending to private mining and mamufacturing enterprises;
b, lending for "basic services" (public utilities run by mixed
companies and State and municipal agenc1es)

C. lendlng to State development banks for relending to small

enterprises.
13. In principle, BNB can assist any type of private mining and
manufacturing industry established in the Northeast of the country,
provided the project has been approved by SUDENE. BNB's main policies
for lending to private industrial enterprises are laid down in its Board
Resolution No., 320 dated June 2, 1960 (see Appendix I). This resoluticn
and other policy guidelines set relatively rigid conditions for individ-
12] loans. amone them the followinee
A al -n-wu‘av’. AL A\ILA& NihdN\sdis b &N o WS d e S WY J-lla L
" MTha amattnt Af PAMIa TAaarn matwr nat+r avannd f.'f\CV Af +he
XL Lede CUIN/WILIIY WA LUNLD v oLuasl Jlla‘y MUV Cawoowuw Ao Vi VLD
total investment cost (fixed assets plus initial
working capital).
b. At least 509 of the total investment cost has to be
covered by the sponsor's own funds.l/

c. All loans have to be secured by a
+ ~

+ha v"hala 3ndaa
CiS Wiid.i€ 1naus

additional loans f
measmalTar Snmmacailal oY, P 5. I I R I AT e
v iiiidld.iy WHIPUOOLWLT 3 il dUl L ULY 1, DND um‘y abL Luo
dlscretlon req st
€

2 s
d+ The repayment

the project.

l/ "own funds" here means total equity, including shares subscribed
with 34/18 funds.
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e. BNB will only consider applications received from
1 3 .

tand Al S vea koo enternrises annnmnﬂn‘ied
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po
ject study. Such project study should
T

o adthar haer Fhio  and 3 1
‘ed either by the enternrise itself

or by an industrial consultant ("escritorio técnico™)
registered with BNB.
k. The idea that no loan should be given unless for a well determined
project and on the basis of a well prepared study was a novelty for the

Brazilian Northeast when first proclaimed by BNB during its early days 15
years ago. In spite of initial resistance from traditional enterprises of
the region, BNB has always defended this idea with almost missionary zeal,
making it known through courses and conferences, with the result that BNB's
standard appraisal format is now widely used in the Northeast by SUDENE,
the State Development Banks and the "escritdérios tecnicos". One special
aspect of the format is that the financial justification of an industrial
project is demonstrated by way of determining the return on total assets
(in constant prices), after deduction of an opportunity cost of total
capital employed of 12% p.a. 1/ The return on total assets determined

by this method is one of the yardsticks used by BNB in its lending decisions.

This means that

a, only projects whose return on capital employed exceeds
the opportunity cost of 12% by an appreciable margin
(6% and more, according to the type of industry) are
financed by BNB,

b. little or no attention is paid to the return on equity
which is inflated in practically all cases by negative
interest rates on borrowings from BNB and other sources
and by the inflationary environment in general.

15. ENB has no policy regulations or lower or upper limits of its
assistance to industry. However, small enterprises are referred to the
State Development Banks for financing under BNB's small industry
program, and operations of more than NCr$ 10 million and/or US% 2 million
are offered to Banco Nacional do Desenvolvimento Economico (BNDE) under
the "Protocol of Recife" defining the methods of cooperation between BNB
and BNDE. This agreement, which was concluded on August 9, 1967, and
signed by the Presidents of BNDE and BNB as well as by the Hinisters of
Interior and of Planning; defines the cooperation of the two main
govermment-owned development banks of the country and the coordination
of their operations in the Northeast. Besides the criterion of loan

amounts mentioned above, the Protocol stipulates that BNDE shall assist

1/ This figure was chosen by BNB to serve as a yardstick in its
profitability calculations and dees not pretend to reflect the

Qialk  RVTR2 i1 10}

actual opportunity cost of money at any given time.
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industrial projects which, although located in the Northeast, produce

for the national market or are important consumers of raw materials
coming from other parts of the country. Thus, BNB's activities are
limited rather narrowly to assisting medium-size industrial projects

of regional importance. BNB!s President is however, of the opinion

that the seemingly strict wording of the Protocol reflects BNB's

limited resource position in 1967 and its desire to see BNDE channel more

of its resources into the Northeast, and that BNDE would in no way

object if BNB; after having received new resources, steppad up its

4L DM b= VL -2 4 sV il v B wmd WSS

activities even beyond the 11ne drawn by the Protocol,

16. Besides financial assistance to private industry, BNB's industrial
lending program includes financing of basic services and small industries.
"Basic services" are public utilities and infrastructure projects under-
taken by State and Municlpal agencies and mixed ccmpan¢cg, These loans

are secured by a pledge, in favor of BNB, on the es allotted by the
Federal Government to the State or Municipality sponsorlng the project.

17. Landing to small industries is done through the development
banks of tha Governments of each of the 10 States of the Northeast.
BNB's Board Resolution No, 1,528 of September 27, 1967, which fixes the

T = BRI

cmy.\.u‘ycu L1}

w U
conditions of the program, stlpulates that the aggregate volume of funds
i ﬁ y not exceed 10% of BNB's total loans to industry.

Within this limit, not more than one-fifth may be lent to one single
development bank. Any industrial enterprise (except bakeries and
manufacturers of alcoholic beverages and tobacco) whose total fixed
assets do not exceed NCr$il,560,0001/ is eligible for assistance under
the program. The entrepreneur has to contribute at least 10% of the
cost of his investment project proposed for financing; the State
Development Banls has to finance at least another 109 of the cost from
its own resources; the remaining 80% may be financed from BNB's loans.
However, no sub-loans made out_of BNB!s loans to the State Development
Banks may exceed NCr$ u70,000._ The credit risk of the sub-loans
is borne entirely by the State Development Banks. BNB has worked out
the necessary forms and procedures to be used by the State Development
Banks, especially the very detailed forms for project appraisals; they
follow closely the pattern used by BNB in its own direct industrial
lending operations. Furthermore, BNB has trained, and continues to train,
the staff of the State Development Banks in charge of the program, which
involves a considerable volume of technical assistance in helping the
applicants to prepare the projects and in follow-up. The State
Tevelopment Banks are free to use BNB's loans within the terms and
conditions of the loan agreements, and BNB does not have to approve
individual sub-loans, However, BNB controls the institutions quite

D—h ck

l/ This figure is linked to the wage-scale in Brazil and increases
periodically,
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closely by way of periodical follow-up visits, and their operational
performance is taken into account by BNB when new loans are considered.

18. A11 lending decisions under the industrial lending program have
to be taken by BNB's Board irrespective of the amount involved.

19. Follow-up visits are made by specialized groups from the Head
Office staff, five of them located in Fortaleza and one in Recife. A
group consisting of one engineer and an accountant normally s»nends one
week on one visit (including travel time, which may be long if the
project is located in a remote part of the area), plus two or three
days on report writing. The groups follow 2 strict and very complete
checklist. Recormmendations are irmplemented through BNB's branches.
BNB's target is to make a visit every three months to companies under
construction and once a year to cormanies in operation. The capacivy
of the follow-up division is still insufficient to neet this target,
in spite of a considerable increase in the follow-up staff towards the
end of 1968, Nevertheless, the present capacity of 200 visits a year
may be considered quite good if compared with the number of outstanding
loans which at present is ajproximately 180.

20, In addition, BNB receives copies of the follow-up reports made

by SUDENE's follow-up staff, but those are normally less detailed than
BNB's own reports. Furthermore, BNB's Industrial Oredit Department
benefits from the information available in the General Credit Department,
because virtually all industridl clients are using BNB'!'s short-term
credit and discount facilities. The branch offices cover those

follow-up activities connected with the control of disbursements and

21. Under its Articles of Association BUB may invest in equity of
industrial or other enterprises., However, it is no longer active in
this field since there is no shortage of equity for industrial projects
due to the 3L/18 scheme and since BNB, as a Government-owned institution,
dnog nnt rant to nnnn1-na ormarchin in arivate an-!—awnv-n aag The six

AN s J-LUU \i ohad A ikVdawrd U&L.&y - b _”'l& e V A U, wdidVisd :J..a.uuu. By e g et
equity investments which BNB carries in its books and which re present
Tagns than O '|C7 r\f U'hn Inatitntinntae +A+al acanta were nnnnw-mar'l hatiroon
-k W WS Viilas A a7 SAMMJ VL VWV L\JLAL ~ VU Uil AW UU, ki 4 N WA s

1560 and 1962, before the 3Li/18 scheme came into effect.



IT. Terms and Conditions of Lending Operations

22, Short-term lending and discounts

Since May 1969, BNB charges interest of 1.6% per month for loans
and discounts of up to two months and of 1.8% per month for operations
of two to six months (prior to May 196°, BNB charged interest plus com-
mission of 22% p.a.). These are the rates generally charged by commer-
cial banks in Brazil. However, while commercial banks usually retain
compensating balances of up to 304 of the loan amount, BNB requires
compensatin~ balances of only 109%.

23. BNB's discount operations are made for periods of L5 to 180 days.
Short-term credits in current accounts; which are always secured by com-

mercial psper, pledge on inventories etc., are made for periods up to 180
days or at daily notice.

2lye Agricultural lending

1/
a. Direct loans (investment and working capital)™:
2/
(i) for loans above NCr$ 7,800

124 p.a. interest plus 6% p.a. commission
(7 plus 6, except for certain types of
cattle financing made at 12 plus 6);

(ii) for smaller loans, 9% interest net (6 net);
increase to 12% p.a. envisaged.

.
b. Loans through cooperatives:
(i) investment loans:

.a. interest plus 2% p.a. commission;
final cost to sub-borrowers 18% p.a.

-
- O
N
"U

(ii) working capital loans:

7% p.a. interest plus 2% p.a. commission;
final cost to sub-borrowers 18% p.a.

1/ These rates are charged for operations made since March 1, 1969.
Prior rates are shown in parenthesis.

2/ This figure is linked to the wage-scale in Brazil and increases
periodically.



9% p.a. interest plus 2% p.a. commissions
(iv) Loans for marketing of nroducts:

129 n.a. net
e L T L-l"“'. has VW
25. The periods of BiNB!s agricultural loans are the following:
3. Direct loans
(i) for investment: normally from 3 to 10 years according
to the type of investment financed, including grace
periods of up to two years;
(ii) for working capital: from 6 months to 2 years,
normally repayable in one single installment.
b. Loans through cooperatives
(1) for investment: from 3 to 3 years ﬁccordlng
type of investment financed, including grace
periods of up to one year;
(ii) for working capital: from 6 to 18 months,
repayable in accordance with repayments of the
sub-loans or sales of small equipment distributed
by the cooperatives.
26. A study of a sample of approximately 1,000 loans shows that 82%

(in value) of the loans for working capital have maturities of one year
or less. Of the investment loans, 10% have maturities of 1 to 3 years,
52% between 3 and S years, 35» between 5 and 3 years and 3% between

8 and 10 years.

274 Industrial Lending. Until the end of 1968, BNB charged interest
of 12% plus a cormission of 2% p.a. on its loans to private 1ndustry
and for basic services. On operations approved since Jamary 2, 1969,
BWB charges 12% interest plus 10% p.a. "monetary correction", mhls
monetary correction is in fact an additional interest rather than a true
corpensation for the erosion of the Brazilian currency.

28. The interest rate charged by BNB to the State Develoopment Banks

is 7% p.a. The maximum cost to the final borrower is 14%, leaving a
spread of 7% p.a. to the State Development Banks. In BilB's opinion the
subsidy element in the cost to the final borrower is justified mainly by
the fact that the small industries of the Northeast have no access to

the 34,/18 scheme which is the main incentive for industries of the region.
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29. Recent foreign exchange loans to private industry (from IDB

credit lines)carry interest at 7 and 9%

risk carried by the final borrower.

30. BNB's loans to private industr

to 10 years including appropriate gr

with a median repayment perlod o'
have been made for repavment

3. Loans for basic services are normally made for a maximum term
of 20 years. Some loans for 25 years have been made in exceptional
cases, Loans to State De opment Banks a mada fa L wan Snrlnda
vvvvvvvvv L A A S H-HJUJ.IU A ALl GL T Haes -~y o “va ded Ssde LAVA
ing one year of grace.

32, From January 1, 1970, BNB intends to charge 12% p.a. interest
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are normally for periods of 2
ace periods (6 months to 3 years)
s only two loans
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of more than 60 months will be fully indexed, and interest of 109 p.a.

TDT £

Loans from IBRD fur

made at 10%, with the foreign exchange risk carried by the

o

are to be
final bcrrower.
III. Volume of Operations
33. Approvals of operations have developed as
1965-68 (in NCr$ million, at 1968 prices):
1965 1966
EE_: Amt, 2‘3_\_7_.- Amt,
Bills discounted 255,686 L9L.9 293,758 ©5L6.6
Short-term: oans 73 2.8 oo 18.3
Total 1/
short-term™ 255,759 L97.7 293,813 56L.9
Agr. Working
Capital Loans 13,790  39.6 17,187 67.1
ftgr. Investment
lioans 6,589 23.0 7,07L  33.8
Ioans to
Couperatives 139 6.6 152 10.L4
Total
Agriculture 20,518 69.2 2L,413 111.3
o/
Private Industry=’ L9 72.8 43 103.6
Basic Services 66 23.8 Ly  25.6
State Dev. Banks - - - -
Total Industry 115 96.6 87 129.2

1/ Qe el L

1967

No. Amt.
314,338 590.9
3 126.7
nh,372 717.6
18,280 103.1
10,689  73.1
29,185 190.0
2 92.8
8L 86.0
10 30.3
133 209.1

i/ DO rt-Term _LE.H(llIlg statistics are on a disbursement basis.

2/ Subsequent increases of loans due to price increases are included
but not in numbers of operations.

counted as two operations.

Loan

p.a., with the foreign exchange

]
1o

s

follows over the period

1968
370,127 772.1
3R 77.7
370,158 8l9.8
16,591 101.2
10,733  96.6
239  3L.0
27,563 231.8
79 153.3
67  3L.7
2 8.5
148 196.5

in amounts,

Similtaneous loans in NCr$ and US$ are



3k. The following table shows the composition of BNB's loan port-
folio at the end of the years 1965-1968 (in NCr$ million, at 1948
nrinnal.
pPLillo) s
1965 1966 1567 1968
A vt o A vend hrogeowmas Py —
AlllC. L Al o i AU, ~ AL, »
Short-term lending 196.2 55,9 203.7 L3.0 272.7 1.1 330.5 38.0
Agr., Working Capital
Loans 31.8 9.0 58.5 12.L4 93.9 1L4.1 106.2 12,2
Agr. Investment loans 30.6 8.7 49.3 10.4 97.3 1L.7  168.2 19.L
Total Agriculture 62.L, 17.7 107.8 22.8 191.2 28.8 27h.L 31.6
Private industry 69.6 19.8 120.5 25.5 9.0 22.4 170.8 19.6
Basic services 23.0 6.6 1.0 8.7 L9.8 7.5 76.9 8.9
State Dev. Banks - - - - 1.0 0.2 16.4 1.9
Total Industry 92.6  26.4 161.5 34.2 199.8 30.1 26L.1  30.L
Total 351.2 100. 47.,.0 100.0 663.7 100.0 869.0 100.0
35. Appendixes 2 to 7 show the regional distribution of the outstand-
ing portfoclio, a breakdown of commitments of loans to private indus stry
according te purpose, terms, sector of activity, size and regional dis-
tribution, as welll as the flow of applications for industrial lending.
TBRD/DFC

EREILARrap S

December 9, 1969
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conditions to be observed in
carrying oub the special
program for the financing of
regional development projects.
The Board of Directors of the BANCC DO il :3TS DO BRASIL, S.A.,

at its L34th meeting, held on June 2, 1960, adonted the following
RESOLUTION:

I. To confirm the rules, bases and conditions, set forth in summary
form below, now being observed by the Carteira Industrial e de
Investinmentos (CARDI) in carrying out its special program of
loans for Canital-formation nurposes, designed to stimulate the
setting up, exnansion, modernization and relocation of industries;

1. For the purposes of the »rogram referred to in the foregoing
paragraph, use shall be made of the funds wrovided for in
the Bank's investment budget.

2. Loan proposals may be submitted by entrepreneurs direct
to any of the Bank's operational branches, the participation
of middlemen at any phase in this nrocedure being forbidden.

3. Vhenever such pronjosals have been submitted through SUDIHNE,
by virtue of the provisions of Article 27 of Law Ho. 3.692
of December 15, 1969, only documents forwarded through that
institution shall be considered for study.

4. Consideraticn shall be given only to oroposals emanating from
legally-constituted private enterprises, and these proposals
shall be accompanied by a PROJECT making it nossible to examine
the background history and position of the entrepreneur, as
also the purpose, v1ab111tv and economic merits of the Urooo)ed
urdertaking.

be understood to mean the whole of the data and basic
information relating to the propose d undertaking, and covering

at least the following aspects of it

5. For the purposes of this RPSOLutlon) the term PROJ.CT shall



(a) production program, showing specifications and quantities

of goods that will be produced, as also the hours of
work required, by day, month and year, to carry out that

* 3 ~ qn ’

t the nossibilities of selling the said
goods (marlet study and sales nrogram);
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) method of nroducing the said goods, with evidence of
the suitability of the equipient and installations,
plus details of the »roduction drocess to be emdloyed;

Q

(d) data concerning requirements of raw and secondary
materials, power, water and labor (skilled or unskilled
staff), so as to shouw the feasibility of the nroposed
program of production;

calculation of the profit-earning capacity of the projecv
in terms of the nrogram of production laid down, comprising
an estimate of anticipated income from the output of goods
and services, and a breakdown of the tctal expenditure
required to secure that income;

—
[
~—

(f) a summary indication of all existing capital assets,
their historical cost and estimated Dresent value;

(g) total estimate of new investnents nroposed, plan for
raising funds and »robable timeteble for the purchase
of equipment and carrying out of the work, until the
project is onzrational;

(h) estimabtes of financial resources of a nermanent nature
required to ensure the proper oneration of the enterprise
(average stocks of raw materials, secondary materials,
finished or other nroducts; average of claims receivable
that is expected to keep in the portfolios nroduction
cycle expenditure; minirum cash reserves)

(i) means by which fresh invesiments will be combined with
existing ones so as to forn an industrial complex;

(i) a brief demonsiration of how the entervrise will be
able to discharge the commitments that it is seeking to

assurne.
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Projects submitted must be accompanied by prospectuses,
srticles of Association, balance sheets. nlans. catalogs,
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and any other documents that may be required to
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i assets
(1 oblllzacoes flnancelras) defined in Item 5 letter (h)
of this Resolution,

Y L Y

The share of the enterprise's own resources, wheth ir
invested or to be invested during execution of the PROJECT,
may in no case be less than 50% of the total investment, du
regard being paid to the following

(a) the "total investment" shall be regarded as representing
the sum of the '"technical fixed assets” and the
"financial fixed assets";

(b) an extra accounting revaluation of the "fixed assets"
(technical fixed assets), on a conservative basis and
fully documented shall be accepted for the purnoses of
such participation;

(¢) the following shall not be reckoned as part of the
enterprise's participation: "Profits in suspense"
(LUCROS SUSPENSOS), balances that are at the disposal
of General tleetings, loans from partners and share-
holders, or any other resources that have not been
finally incorporated in the equity of the proposer;

(d) any participations that the »rovoser may hold in other
enternrises shall also be left out of account in
(reckoning) his share in the total investment.

The maxirmum approvable loan may not exceed 50% of the total
investment.
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Whatever may be the rates of interest or charges for super-
vision stipulated, the Bank reserves the right to readjust
from time to time, due regard being paid to the legal
provisions in force.

Subject to a maximum period of 20 years, the periods allowed
for repayment shall be laid down in terms of the actual
repayment ability of the enterprise, calculated in accordance
with its probable profit-earning capacity, as estimated by
the maker of the proposal and accented by the Bank.

No loans shall be made to enterprises, whose industrial
complex or part thereof, is subject to real liens (vinculado
a obrigacoes de direito real).

All applications for loans for the purpose of recovering
capital invested in fixed assets of any nature, or for the
consolidation or payment of debts shall be considered, from
the outset as outside the scope of the program to which this
Resolution relates.

This exclusion shall not extend to any payments made, or any
expenditure incurred, after the submission of the proposal

and relating to items provided for in the PROJECT, even though,
for reasons of overriding necessity, they may have had to be
made or incurred before the pronosal was dealt with.

A1l loans made on the basis of the program referred to in

this Resolution, have as their purpose the advancement of
capital formatlon in the enterprises f1nagced and action

shall be taken to ensure that the repayment of any portion
of the principal is counterbalanced by an increase, at least

as great as the amount of the sum renald in the equity of
the enterprise, such increase fal"mp ’rnp form, whenever

possible, of an addition to the company's capltal stock.

nvest'mepfgs ((‘APT\T\ is herebv
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State

Alagoas

‘ahia,
of which

a) Salvador
b) Other RBahia

“eara,
of which

a) Fortaleza

b) Other feara
Maranhao
Minas Gera
Paraiba

Pernambuco

af whies
Vi Wil

F e

a) Recife

b) Other Pernamhuco

Piani

%1 Orande do Norte

Total

Pogulationé/

1,439,000

7,165,000

950, 000
6,215,000

3,983,000
893,000
3,090, 000

3,685,000

1,469,000
1,337,000

87L,000

27,148,000

Regional Breakdown of Loans Outstanding
{including Bills discounted)
(in € of total portfolio at year-end)
% of Total
Northeast 196l 1965
5.3 5.3 3.9
26 4L 11.7 13.7
3.5 9.0 10,7
22,9 2.7 3.0
1L.7 224 23,27
303 9.8 10.6
11.4L 12.6 12.6
13,5 0.0 0.C
2 o -
n.a.=/ 5.5 5.3
8.6 15.1 15.1
18.0 19.68 23,2
L.2 1h.3 15.8
13.8 5.5 7.4
5.4 L.8 3.0
L.9 10,0 8.1
3.2 5.k L.S
100.0 100.0 100.0

N3: Excluding Loans in Foreign Currencies and Loans to Employees.

‘1._:
~.

{0
.

Source: Brazilian Statistical Yearbook 1966.

part of the state is within the drought area covered by BNB,

IBRD/DFC
August 11, 1969

Total population of Minas Gerais is 11,975,000 but only a small

1966

17.7

hl}

100.0

18.1
10.5

7.5

30.9

6.8
L7

100.0

ANNEX 7
Appendix 2

16.1

L9

100,30



A. In NCrd 1,000 at current prices/USs 1,000.

Purpose
Mew Enterprises

Fxtension of Existing

Total - NCr$
Total - US$
Terms

? to less than § years

5 to less than § years

8 to less than 10 years

10 to less than 15 years

15 years and more

Total - NCr$
Total - US$

No.

~N [~
- INON = O

w

[

Wl =N W

7

196L

Amount

1,874
$ 1,633

398
$ 207

1,421
$ 1,395

3,8%2
3 3,235

B, In NCr$ 1,000 at 1968 prices#/US$ converted

Purpose
New Enterprises

Ixtension of Existing
Enterprises

Total

Terns

2 to less than 5 years
S to less than 8 years
& to less than 10 years
10 to less than 15 years
1S years and more

Total

17

8,749

17,161

25,910

691
12,765
2,175
10,279

25,910

No.

15
8

15

2

30
10

~n
Fon e [

23

17

Lo

BANCO DO NORDESTE DO BRASIL S.A.

Breakdown of Industrial Term Loans Commltted According to Purpose/Term

1965
Amount,

6,955
$ 1,507
6,619

t 236

13,57k
31,70

926
3 88

7,328
$ hLol

5,320
$ 1,25,

13,57k
$ 1,743

21,149
15,539

36,688

2,385
17,736
16,565

36,688

* General Price Index determined by Getulio Vargas Foundation.

1BRD/DFC
December @, 1969

26
50

76

1966
Amount

12,946
$ 2,112

34,305
41 128
p— =

47,251
$ 3,2L0

2,936
27,511
$ 502

8,L75
% 2,239

8,329
$ 99

47,251
$ 3,240

28,76k
59,105

87,869

14,689
45,858
22,110
15,212

87,869

w

[ o (IS \H&

w& |

16
3%

51

—

e

23,539
36,155

59,694
595

146,657

59,694

No..

32

23

61

1968
Amount

39,239
$ 5,360

18,290
$__957

57,529
$ 6,317

30,383
$ 2,625

18,487
$ 2,530

3,829
$ 1,162

57,529
$ 6,317

59,768
21,955

81,723

4,830
k0,137
28,177

8,279

81,723

B . <k 58 2E ou

5

104
1

26
165
L6
19

Anount
78,481
$ 10,595

91,273
$ 4,120

165,754
$ 14,715

37
,37C

3 88

104,107
$ 53U

10,228
$ 6,230

13,949
3,056

2,100

169,754
$ 14,715

'

1h1, 969
149,915

291,88L

13,190
163,455
78,402
3k,229
2,608
291,884

u8.6
Si.h

100.0

4.5
56.0
26.9
n.7

0.9

100.0

XINNY

¢ xtpusddy



Breakdown of Industrial Term loans Committed by Sector of Activity

BANCO DO NORDESTE DO BRASIL S.A.

A, In NCr$ 1,000 at current prices/US$ 1,000

Sector
Non-metallic
minerals
Metallurgical
Food Products
Chemical

Textiles
Rlectrical Bquipment
Paper

tilothes, shoes
ilood’Fux:xlit\Lre
Beverages

Hides and L;;ather's

Miscellaneous

Total NCr$

Total US$

NB: Numbers are numbers of operatlions (not numbers of clients).

196

No. Amount  No.

217 4

- - 1

7 1,155 5

1 $ 133 2

€0 6

- 2

530 3

1 $ 1,410 1

5 1,837 S

5 $ 1,662 1

1 60 3

- - 2

1

- 2

- 1

1 L3 1

22 3,892 30

7 $ 3,235 10

are counted as two operations.

IBRD/DFC
December 9, 1969

1965
Amount
1,314

$ 324
2,642

$ 205
815

$ 2
4,486

$ 655
2,996

$ 5k
900

$ 137
140

257

$ 7
24
13,574
$ 1,743

1966
No. Anournt
10 L,870
3 3 8%6
16 10,270
b $ 1,123
9 5,891
L ¢ 528
I 2,267
13 18,806
4 $ 68h
3 4,612 .
2 330
100
1 L5
1 60
2 b3
60 47,251
16 $ 3,240

1967
No Amount
[+ 6,120
12 13,439
1
9 3,290
1 $8 38
9 8,208
kL 5,431
3 3,969
1 300
N 6,702
1 $ 138
1 L9
L8 47,508
3 $ 180

Simultaneous loans in NCr$ and US$

No.

1o noN

SIS g Vo] Han

(W]

L

50

2,700

57,529
$ 6,317

0 H 0 NE o

[ o

l)—'O\

210

L7

Total
fmount

13,710
$ 1,180

33,067
$ 2,183

11,716
$ 887

22,055
$ 2,968

39,736
$ 5,369

131,742
$ 1,351

2,320
4,971
$ 267,

8,009
$ 138

18,Mm7

el

$ 323
1,600

2,809
4

169,754
$ lh, 715

wh xppueddy

g



BANCO DO NORDESTE DO BRASIL S.A.

Breakdown of Industrlal Term Loans Cormitted thSecbot of Activity

B. In NCr$ 1,000 at 1968 prices#/US$ converted at 3.830

Sector 196 1965 1966 1967 1968 Total
No.  Amount Yo.  Amount No.  Amount No.  Amount No.  Amount No. Amount £
Non-metallic
minerals b 754 5 b, 16 13 11,056 5 7,601 2 1,187 29 2ly, Thiy 8.5
Metallurgical 8 h,522 7 6,627 20 20,702 13 16,707 8 8,311 56 56,869 19.5
Food Products 1 17 8 3,031 13 11,430 10 ,232 6 1,674 38 20,511 7.0
Chemicals b 7,356 k 12,580 N 3,620 9 10,194 é 9,751 27 43,501 1h.9
Textiles 10 12,747 6 6,831 17 32,653 L 6,75 13 22,039 50 81,015 27.8
Hlectrical Equipment 1 208 5 2,515 3 7,365 3 L,929 L 6,852 16 21,869 7.5
Paper : - - 1 310 2 g27 - - 3 1,850 6 2,687 0.9
Clothes, Shoes - - 3 595 1 160 1 373 8 5,308 13 6,L36 2.2
Wood, Furniture 1 149 1 53 1 72 5 8,852 2 1,195 10 10,321 3.5
Beverages - - - - - - - - b ' 19,255 I 19,255 6.6
Hides and Leather - - - - - - - - 1 1,601 1 1,601 0.6
Miscellaneous - - - - 2 28L 1 61 L - 2,700 7 3,0U5 1.0
Total 29 25,910 Lo 36,688 76 87,869 51 59,694 61 81,723 257 291,884 100.0

¥ General Price Index determined by Getulio Vargas Foundation.

December 9, 1969

L YHNNV
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Up to NCr$ 50,000
50,001 to 100,000

100 001 to 500,000
500,001 to 1,000,000
1,000,001 to 5,000,000

more than 5,000,000

Total

BANCO DO NORDESTE DO BRASIL S.A.

* General Price Index determined by Getulio Vargas Foundation.

NB: Totals differ slightly from totals of other tables because

calculations were based on the preliminary 1968 inflation rate of 24.0%

(the final figure was 24.2%).

IBRD/DFC
December 9, 1969

Breakdown of Industrial Term Loans Committed According to Size
(in NCrd 1,000 ot 1968 pricesx/US$ converted at 3.830)
No. Amount No. Amount No. Amount No. Amount No. Amount No. Amount Z
2 55 1 27 1 3L 3 50 - - 7 166 0.1
- - 3 196 5 Lo1 7 508 L 335 19 1,440 0.5
13 2,939 13 3,477 28 6,924 1L L,0L2 17 5,386 85 * ~ 22,768 7.8
5 3,84 11 7,820 15 10,893 9 6,096 16 12,462 56 40,755 14.0
8 13,89 11 20,083 25 55,541 17 L2,70L 22 16,123 83 178,347 61.1
1 5,515 1 5,045 2 13,93 1 6,200 2 17,l17 7 48,110 16.5
29 25,889 L0 36,6L8 76 87,726 51 59,600 61 Bl 723 257 201,586 100.0

g xtpuaddy
L YENNY



A. Tn NGrd 1,000 at current prices/US$ 1,000

State
Alagoas
Sahia, of which
a) Salvador
b\ Other Bahia
Ceara, of which
a) Fortaleza
b) Other Ceara
-
iarannaa
Minas Oerais
Paraiba
Pernambuce, of which
a} Recire
b) Other Pernambuco
Piaui
ftio Grande do Norte
Sergipe

Total

8. 1In HCrd at 1968 prices#/US$ converted at 3.830

State
Alagoas
Bania, of shich
a) Salvador
b) Other Bahia
Ceara, of which
a) Fortaleza
bt Other Ceara
Maranhao
ilinas Gerais
Faraiba
Pernambuco, of which
a}  Hecife
©%  Other Pernambuco
PisLi
Rio Grande do Norte
Serripe

Total

1984
No. Amount No.
Ner$1 000,058,000
2 236 587 2
7 1,01k 819 5
2 700 759 3
5 31k & 3
5 831 - 8
3 hi5 - &
2 L6 - 2
) ui37 207 3
L 617 1,573 15
i 617 1,573 7
- - - 8
1 25 - -
2 133 - 2
2 _aB &
29 3,872 3,235 Lo
1965
No.” Amount
2 3,058 2 ©27
7 6,639 & 8,670
2 5,339 37,766
S 1,320 3 o0k
s 2,837 8 2,892
R Y 6 1,631
2 1,45 2 1,061
6 2,3 3 3,k05
& 8,376 15 15,945
L 8,376 7 7,048
- - 8 8,897
1 191 - -
2 us2 2 1,157
2 _1,872 L _bog2
29 25,910 Lo 36,688

BANCO DO NORDESTE DO BRASIL S.A.

Regional Distribution of Industrial Term Loans Committed

o~
w
o

319

w
e
E
<o
wr

2
10
10
20
1L

6

30
1
16

[

76

# Genera | Price Index determined by Jetulio Vargas Foundation

3,27
12,737
12,737
13,318

L, 97

8,371

5,729
47,820
19,568
28,252

58

1,748
3,185
87,869

ANNEX 7

Eppendix 6

No. lZéﬁémmf. No. }}—iiuunt No. l%‘eunb
T NCr$1,000 US$1,000 T NCr$1,000 USHL,000 T NCr$1,000 US$1,000 Lo -
2 2,050 - - - - - - 6 2,372 &7%
10 5,875 876 9 14,523 - 18 21,992 1,097 50 146,525 3,486
10 5,875 876 4 9,119 - 10 6,840 77k 29 2u,8Lk 3,133
- - - 5 5,80 - 8 15,152 32z 21 21,675 S84
20 6,018 968 12 2,385 138 1l 14,524 871 59 25,014 ?, L
ik 2,5 253 6 1,88 138 12 13,753 871 45 17,516 1,248
6 3,527 715 2 504 2 5M - W 5,hv8 Ti%
- - - - - - 1 1,300 - 11,330 -
5 3,587 - 5 2,112 38 - - - 17 7,720 5
30 27,078 1,195 21 27,Lk2 4 23 18,051 3,258 91 79,907 &, 3h
411,17k use i 19,192 L 18 1h,94h 3,258 57 L$,0I1 5,368
16 15,904 LS 7 8,250 - 5 3,107 - 36 30,A76 . 81
1 36 - 2 168 - 1 600 - 5 833 -
6 99k L2 1 L30 - L 1,062 1,09 15 2,737
2 1,613 129 2 48 i T —_— D 1
76 47,251 3,240 51 47,508 180 61 57,529 6,317 257 169,750 th, 725
1968 Total
Ho.” Amount HoT Amount 3
- - - - 6 6,869 2.4
9 18,53L 18 26,194 50 72,794 2.9
k11,326 10 9,808 29 16,973 16.1
5 7,208 8 16,389 21 25,821 8.8
12 3,k91 1 17,860 59 LO,LL8 13.8
10 2,865 12 17,289 LS 28,374 9.7
2 626 2 ST1 14 12,074 L.
- - 1 1,300 1 1,300 0.%
5 2,768 - - 19 1k,387 L.o
21 3L,098 23 30,529 93 136,768 u6.9
1 23,852 18 27,h22 57 86,266 29.6
7 10,216 S 3,107 36 50,502 17.3
2 209 1 600 5 968 0.3
1 534 L 5,240 15 9,1 3.1
1 60 - - 9 9,209 _3.2
51 59,694 61 81,723 257 29,884 100.0



BANCO DO NCHDESTE DO BRASIL S.A.

ANNEX 7
Appendix 7
Page 1

1/

Flow of ipplications for Industrial Lending

(at current prices)

No. NCr$ 1,000 US$1,000
1966 _ , .
Under study beginning of year 15 L,932 I, b9l
received during year 114 86,721 25,181
processed during year 9 55,912 10,016
of which a) approved 7h 50,052 5,435
b) rejected b 739 -
¢) returned to-/
applicants 13 5,121 4,581
1967
Under study beginning of year 33 35,740 19,659
received during year 166 146,713 15,434
processed during year 134 76,679 18,030
of which a) approved 119 66,233 17,37k
b) rejected k 2,59) -
¢) returned to
applicants 2/ 11 7,847 156
1968
Under study beginning of year 70 117,350 18,519
received during year 163 201,992 2h,061
processed during year 145 149,711 17,64k
of which a) approved 111 112,215 7,539
b) rejected 15 16,260 5,576
¢) returned to
cpplicants 2/ 19 21,237 14,529
1969 (January - September)
Under study beginning of year 88 164,519 21,304
received during first quarter 26 40,730 10,971
received during 2nd and 3rd ‘
quarter 21 118,856 Iy, 768
processed during period 50 77,131 10,537
of which a) approved h 200 995
b) rejected 9 11,482 108
¢) returned to
applicants 2/ i 37 65,449 9,h3L
under study as at 9/30/1969 3/ 85 171,39 25 1,62
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t son ‘
amount occur while projects are under study.

e

1/ Inc]uding basic services and loans to State Development Banks.
Figures do not inciude subsequent increases of loans due to price

increases.

2/ Projects not submitted to BNB's Board because they are not
eligiblie for BNB financing under BNB's general loan conditions oz
because the applicant did not pursue the project or changed it
substantially.

3/ Of which 7k applications totalling NCr$ili,506,000
US$25,462,000 for private industry and 11 a pplicat

N(r¢49 Oyu 000 for basic services.

plu
ons totalllng

IBRD/DFC
December 18, 1969



ATATLYW
A“WM 8
st st e,

Page
BANCO DO NORDESTE DO BRASIL S.A.
Liquidity Formula
1. BNB's maximum exposure in long-, medium- and short-term loans

T

is limited by the following formula which was adopted by BNB!s Board as
part of the institution!s 1970 program of operations:

A.

Long-term loans (with an initial maturity of more

a.

b.

Ce

than two years) shall not exceed the aggregate of:

100 percent of BNB's capital and reserves, less
the portion invested in fixed assets.

100 percent of the Federal Tax Revenues deposited
with BNB by the Government (see paragraph 37 of
the Report).

100 percent of the dividends on the Government's
holdings of BNB's shares (see paragraph 35 of the
Report).

100 percent of BNB's long-term borrowings.

23 percent of the 3L4/18 deposits (see paragraph Ll
of the Report).

20 percent of ordinary demand and term deposits.

30 percent of other liabilities.

Medium-term loans (with an initial maturity of more than

a.

b.
C.

d.

six months up to two years) shall not exceed the
aggregate of:

any balance of the resources listed under A and
not used for long-term loans.

17 percent of the 34/18 deposits.
10 percent of ordinary demand and term deposits.

20 percent of other liabilities.

Short-term credit shall not exceed the aggregate of:

Q.

b.

any balances of the resources listed under A and B
and not used for long- and medium-term loans.

L7 percent of the 3L/18 deposits.
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Page 2

c. 50 percent of ordinary demand and term deposits.

d. 30 percent of other liabilities.,

2. According to this formula, BNB's liquid funds and sundry shori-
term assets would correspond always to at léast:

13 percent of the 3L/18 deposits.

al

b. 20 percent of ordinary demand and term
deposits.

c. 20 percent of other liabilities.

IBRD/DFC
December 18, 1969



ASSE?TS, as at December 31,

Banco do Brasil current account
Short-term Assets

Banco do Brasil compulsory da'pouit
Surdry debicrs

Treasury onds with monstary correction
Other marketable securities

Cormerce and others ST/
W b v

{Total ST)
(To!.al MT)
{Total LT)

{Total
Fixed Asaets

Ermity investm
Equity investments

Buildings
Equipment
less depreciation
Total
LIABTLITIES

Yemand and Short Term Deposits

3L/18 deposits pernding disbursement
Other private

Government sector
Term Deposits (6 months and more)

34/18 deposits (pending SUDENE approval)
Other private

Federal Government (non-repwable deposits)
Qther Governmert s

Sundry creditors

Ket Profit before distribution

Share capital

Subscribed capital increase
less: not yet paid in

Lagal reserve

Other reserves

Employees! fund

Total

Same at 1968 prices

DO _EORD.

Balanc
(1n WCr$ 1,000, st curreat prices)

ANNEX 9

1 196 1968 June 33, 1v69
% ‘292 Lﬁ 12 Drovisional)
1,423 2,901 4,685 4,631 9,879 h, 752
13,952 76,961 19,862 168,006 2,701 22,106 26,731 59,847 69,726 Lo, 895 U5, 6li7
Lyl 19,078 21,l32 32,621 36,867 2%, k57
5, ki 5,591 11,025 17,157 131,2k2 129,226
- - 65,34 85,807 12,911 1h, 141
1 9,586 30,032 54,700 § 97,804 130,008 265,593 99,993 261,013 113,025 308,650
35,038 61,687 81,507 130,495 22,238 31,185
10,279 31,49k 75,480 119,951 170,748 205,521

- - 1647 31,967 55,727 8,161

659 10,391 25,64l 40,135 76,915 100,08

N : N 807 16,41 22,832
1,871 5,763 10,949 9,LL0 - -

6,285 14,358 36,606 75,563 106,176 112,023
5,LS83 13,860 30,880 78,381 168,228 199,410
14,946 21,146 28,448 13,438 213,009 235,150
59 74,590 3 158,842 1,020 296,181 _ 1,258 534,435 9,504 868,986 11,277 996,187
(51,855) (88,596) (126, 551) (215,340) (320,974) (3l L96)
( 6,285) (1k,358) (36,606} ( 75,5631 (106,176) (112,023)
(16,450} (55,888) (133,02k) (243,532} (LL1,836) (539,668)

131 390 406 583 969 1,1L0

87 679 1,421 6,039 9,352 10,459

698 1,33k 1,787 ks, 208 $,623 11,801

- 104 812 ' -__ 205 2,198 - 8 230 -_1,006 _g9.82 -_2,077 17,867  -__2,808 2,02
100,363 295,603 69,916 836,589 1,237,592 1,388,57¢

- 97 7,194 30,980 L5, bk 45,885
I, 923 1,669 29,130 29,081 49,377 66,623
16,448 21,371 23,701 39,297 24,58l 60,908 22,613 82,674 39,453 134,274 51,102 163,51

5,635 186,478 369,228 5h1,592 672,119 7L1,321

383 100 67 21 3l
1,532 24,107 2k, 311 31, 68 2k, 721 -

3 57.82L 181 210,866 197 393,803 216 573,516 - 696,861 - 7hl, 535
7,59 1,591 7,8L9 7,849 32,043 32,043 29,122 29,122 140,315 140,315 143,772 143,77
6,016 6,016 20,12 20,442 20,888  29.868 _Lh,039 Lli,039 6li, 180 6l4,480 7h,142 Tu, il
3,496 3,496 9,053 9,053 1 198 37,213 7321 42,407 L2,L07 35,510 35,519

100 3,800 3,800 15,200 15,200 143,000
2,166 - - 4L, 800 69,803 -

- 8 - 6 - 2 - hk, 800 - 33,3l - 12,600

95 253 682 2,507 1,326 6,4k7
1,752 L,0h9 11,006 51,506 102,217 44,716

- k,065 - 8,096 "s90 16,076 812 70,025 1,010 159,255 _ 1,037

200,363 295,603 §69,916 836,589 1,237
3k8,661 653,578 910,156 1,039,0L4 1,237,592 1,85, 13

1/ Following a change in the Central Bank's accounting regulations during 1968, certain short-term operations previously
shown under "Mining and manufacturing” and "Agriculture" are now shown as creditis to “Commerce and othsrs”.

Abtreviations

ST - Short Term (up to 6 months)

MT - Medium Temn (6 to 2k montha)}

LT - Long Term (two years and mom)

IBED/DFC
December 9, 1969



Interest on loans and d

_—ii VLTS

Cormissions

Tneome on short-tarm agsete
te sets

EERSLOR0 M SRS S SRR =3 8 A0 5 ARV adia QD

Other operational income

Total Revenues

Interest paid
Commissions paid
Administrative expenses

[P R « P I

Narmarm S =4 =TI | =
UopIeClLdLLUIl UL LLXEBU dodSBUus

Ml oV Tl o o o
Lali nLXxXpellses

Gross Income

Losses on loans
Adjustments

Net Income

Pilus: monetary correction

directly credited to
equity accounts

Total Net Eamminze

BANCO DO NORDESTE DO BRASIL S.A.
Profit and Loss Statements, 196L - June 30, 1969
(in NCr$ 1,000, at current prices)
First
Half of
196 1965 1966 1967 1968 1969L
5,018 10,876 21,651 37,08 67,068  L3,5L8
3,807 8,595 17,217 28,L94 51,153 30,196
0 13 15,005 6,753 5,179 5,739
138 674 326 1,08l 3,577 1,810
9,253 20,158 54,199 73,739 126,967 81,293
L79 1,068 988 1,118 2,897 1,450
118 $37 1,395 2,170 3,080 1,678
4,835 8,955 1kL,379 30,034 68,902 35,815
31 102 183 628 1,100 743
~ LA M ALAN 2/ Al Y N nr AmA VN 707
5,763 11,062  106,9u5  3u,2b 15,979 40,000
3,500 9,096 37,254  39,L89 50,988  U»,607
- 6 - Sb 7)_1, 2 s 330 -lO F] 316 - 5, 9 76
+ 2 + 10 + 18 oh +1,735 +_ 879
3,496 9,052 37,198 37,213 L2,Lo7 35,510
- 76l 16 15,916 20,075 17
3,b96 9,816 37,21k 53,129 62,L82 35,527
12,145 21,703 59,h31 65,986 62,182 32,926

Same at 1968 prices

IBRD/DFC
December 9, 1969



Net Income
Plus: Adjustment in dividend payment for 1965

Less: Allocalions made by Management

a) peid out

Svaff bomxs?./
Directors' profit participation
Dividends

b) retained

Legal Reserve

Special Fand for Risks of Drought
Reperve far Risks

Special Reserve

Pat at disposal of Oenersl Assembly

less: Allocations made by Genersal Assembly

a) paid out

Directors' boms

Dividends

6% p.a. interest on peyments received
from subscribers of new shares

b) retained

Special Pund for Rural Riaks

Special Fund for Mrect Investments

Fund for Assistance of BEmployees

Fund for Socisl Charges

Reserve for Capital Increase

Speclal Reserve for Construction of
Kew Head Office

1/ Totals may not add up due te rounding

2/ From July 1, 1%67 to December 31, 1968, stail bomuses were charged to administrative expenses

/S Carried forward on profit and less account

IBRD/DFC
December 9, 1965

3ANCO U0 NORDESTE DO BRASIL S.A.

Allocation of Net Income, 196 - first half of 1969/

e

3,496

1,008

1,005

158
65
227

1,030
1,0

25
12

37

At
200
107

pi

T00

1,h2k

in Nord 1,000, at current prices)

890

890

429
1,32k
859

2,612
5,550

66
uss

521

ars

655
270
200
2,200
00

5,029

1566

37,198
22
37,120

1,825
k,3u8
3,650

9,823

26,253

99
160

" 859

3,650
1,000
L7k
27C

10,000
10,000

25,394

i/ The dividend fixed at 20% by BNB's Management was reduced to 17% by the General Assembly

1967

37,213

1968
L2,L07

173
3,213

2,120
b, 21
h,241

10,602

28,582

First half of
1563

35,510

5,30
119

L.3%
6,874

1,357

2,78

2,15
.06
15,108
13,4884/

TT XENNY



ANNEX 12

- Page 1
BANCO DO WORDESTE DO BRASIL S.A.
Projected Balance Sheets, 1969-1973, Compared with 1968
{in NCr$1,000, at current prices)
Actual
1968 1969 13970 1971 1972 1973
Assets
Cash and short-term deposits 69,726 70,000 75,000 75,000 80,000 80,000
Short-term investments 112,90k 47,200 96,900 133,311 149,225 183,585
Receivables, accrued income
ete. 168,012 140,000 100,000 80,000 90,000 93,000
Total short-term assets 350,672 22!200 271,900 288!311 319=225 3_5,32585
Outstanding loans: B
Domestic currency 803,950 1,121,639 1,439,000 1,776,806 2,024,772 2,285,748
Foreign currency 65,035 80,000 120,000 200,000 __Loo,000 600,000
Total loans 868,985 1,201,639 1,559,000 1,976,806 2,h2h,772 2,885,748
Equity investments 969 1,000 1,000 1,000 1,000 1,000
Fixed assets (net) 16,898 21,153 28,653 35,L53 41,552 16,953
Total fixed msuets 17,867 22,153 29,653 36,l53 42,552 47,953
Total Assets 1,237,52k 1,480,992 1,860,553 2,301,570 2,786,55C 3,287,286
Liabilities and Equity
34/18 deposits 672,119 745,000 745,000 710,000 660,000 600,000
Other deposits, accounts
payable and sundry creditors . 302,322 345,939 582,250 839,1L8 981,396 1,050,8L)
Total deposits and short- A
term liabilities 97k, 441 1,090,939 1,327,250 1,549,148 1,6k41, 396 1,650,8LL
Foreign currency borrowings 6l , 180 62,000 120,000 200,000 400,000 600,000
Domestic currency borrowings
{rediscounts) 153 __h,000 4,000 1L8 1o _lhi
Total long-term funds 6li,633 8k,000 124,000 200,148 400,146 600,1kL
Share capital 15,200 140,000 140,000 140,000 140,000 140,000
Reserves, unappropriated
surplus 183,250 166,053 269,303 L12,27h 605,008 856,298
Total equity 198,450 306,053 L09, 303 552,27 7h5,00@ 996,298
Total Liabilities and
Equi.ty 1,237,524 1,480,992 1,860,553 2,301,570 2,786,550 3,287,286
Debt/equity ratio 5.2:1 3.8:1 3.5:1 3.2:1 2.7:1 2.3:1

IBRD/DFC
December 9, 19695
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Assumptions: 1. Forecasts of 3L/18 denosits ar: the
same as in Annex €. 'They are lased
on projected income %ax revenues and
a gradually decreasing share of the
Northeast as against other investment
incentive schemes.

2. Other deposits, accounts payable and
sundry creditors (inclucing non-
repayable deposits of the Federal
Goverrment ) have been assumed to
increase only moderately (by 1L%, in
nominal terms) during 1969. Expected
growth rates for 1970 and 1971 are

ubstantial (68% and LL% respectively);

BNB hopes to achieve these increases

U)

through advertising campaigns.
Projected increase for 1972 is 179,
and for 1973, 11%.

3. Domestic currency loans have been
tailored to available resources, on
the assumption that there would be

sufficient demand for BNB loans.

Li. Outstanding foreign currency loans are
for industrv and basic services during

LR RS L daco bt ol

1969 and 1970 bealnnlng 1971, BNB

exnects to make forei gn currency loans

CSApTL US 248w LUl L1

for agriculture, and by the end of the
forecast pericd agriculture loans are
expected to account for about half of
the total outstanding foreign currency

loans.

5. Outstanding loans are net after direct
write-off of doubtful loans.

LV



ANNEX 13

BANCO DO NORDESTE DO BRASIL S.A. Page 1
Projected Statements of Income, 1969-1973, Compared with 1968
(in NCr$1,000, at current prices)
Actual
1968 1962 1970 1571 1972 1973
Incene |
Income from loans -
Interest 67,058 111,138 156,650 200,130 253,920 317,400
Commi tment charge, other
fees, commissions, etc. 51,153 55,616 6L,190 81,950 10L,010 128,440
Income from short-term in-
vestments, deposits and
other income 10,491 12,032 20,661 23,150 26,700 30,800
Total Income 128,702 178!786 2h11501 305,230 38L4,630 L76,640
Expenses
Interest and commi tment
charges on borrowings 2,897 3,983 L,112 6,028 11,70 18, 300
Conmissions 3,080 3,479 ki, 08 5,550 8,580 11,245
Salaries and other per-
sonnel expenses (. 56,429 79,182 93,418 106,199 121,208
Other administrative and (68,902
general expenses ( 27,702 26,548 32,962 ho,316 L8,89&
Provision for doubtful
loans and investments 10,316 8,361 9,100 11,500 14,500 18,300
Depreciation of fixed
assets 1,160 1,770 2,500 _3,20C 3,500 hléoq
Total Expenses 86,295 101,724 126,250 152,658 185,295 222,549
Profit before tax L2,Lo7 77,062 115,251 152,572 199,335 254,091
Provision for taxl/ - 2,278 L,301 L,301 L,301 h, 301
ame -.: et o4 bt B0 — 3y S - P -
Netv Profit 42,h07 7h,827 110,950 148,271 195,03l 219,790
Appropriations
Dividends 2,427 9,428 16,800 16,800 16,800 16,800
Reserves 39,980 65,402 94,150 131,L71 178,234 232,990
L2,L07 7L,827 110,950 1L8,271 195,034 249,790
Earnings (before interest,
taxes, and provisions for
doubtful loans and invest-
ments)as % of average total
assets s.h 6.6 7.7 8.2 8.9 9.5
Wet profit as % of average
total assets L.l 5.5 6.6 7.1 7.7 8.2
Net profit as ¥ of average
equity 28.0 29.7 31.0 30.8 30.1 28.7

1/ BNB pays income tax only on dividend distributions to shareholders other than the government. For 1968, the amount
(which is negligi®le) is included in general expenses.

IBRD/DFC
December %, 1969



Assumptions: 1.
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IBRD/DFC

December 18, 1969

Page 2

Income from loans {(interest and com-
mission) has been assumed to remain at
the present level of 15.9% to 16.8%.
This position includes earnings on
account of monetary correction of the
principal of indexed local currency
loans. Considering the proposed in-
creases in BNB!s lending rates for in-
dustrial loans, the assumption seems
conservative even if inflation is
levelling off to rates of 10% p.a.

Expenses for interest and commitment
charges on borrowings will average
only 3.7 to L.1% of average outstanding

long-term borrowings during the projection
period. Although BNB has had access to

low cost borrowings in the past for its
basic services program, actual average

cost of borrowings will probably be
higher than estimated by BNB, and

addltlonal expenses which may reach up
to NCr$ 10 to 12 million by 1973 are

likely to arise in this position.

Administrative expenses, including per-
sonnel eymenses have been assumed to
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Provisions for doubtful loans and invest-
ments have been assumed at a rate of
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ANNEX 1L

BANCO DO NORDESTE DO BRASIL S.4.

Projected Limits of Exposure in Long, ii
Operations

(3w VO T 00N at Aanrrant nrs cog )
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Ml cwemddanddam A0 OMMLe T2t d2der DovnnaTa {ans Armaw RY +4 +ho
1118 appdlliiauvl 1 OL DID" O J..L(.lU..UJ 10y 10UlMIULA | oCCT ALUITaA V) LY Ui
liabilities part of BNB's projected balance sheets (see Annex 12) results
in the following limits of exvposure
Actual ’
Year ending December 31 1968 1969 1970 1971
Long-term loans LoL,375 625,735 335,450  1,1LL4,098
Medium-term loans 156,351 178,5L1 201,875 220,615
Short-term loans 426,035 183,525 586,275 655,274
Total exposure in loans 1,076,761 1,292,8c1 1,623,600 2,022,987
HMinimum liquid funds as per
formula 142,896 166,033 207,300 212,130
Fixed assets as per
projections 17,867 22,153 29,653 36,453
Total cf balance sheets 1,237,524 1,480,992 1,360,553 2,301,570
N.B. For the purpose of this calculation, the position "other deposits,
accounts payable and sundry creditors" was broken down as follous:
1969 1970 1971
Non-repayable Government deposits - 30,000 90 ,00C
Ordinary demand and term deposits 172,969.5 352,250 499,148
Accounts payable and sundry creditors 172,969.5 200,000 250,000
IBRD/DFC

December 19, 1969



SUPPLEMENTARY REPORT

THE NORTHEAST INDUSTRIALIZATION PROGRAM

PREFATORY NOTE
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THE NORTHEAST INDUSTRIALIZATION PROGRAM

I. Historical and Economic Background

1. The Northeast, comprising 9 out of Brazil's 21 states, about

1.5 million out of Brazil's 8.6 million sq.Km., and about 27 million out
of Brazil's total of approximately 90 million population, has been a
national problem since the long and punishing drought of 1877-79. The
First National Commission of Enquiry into the problems of the Northeast
was established at that time. Subsequent droughts, at an aversge interval
of 10 years or so, and lasting one to three years, resulted in new commis-
sions and agencies for dam building, public works and relief. In 193k,
constitutional provision was made for allocating to the Northeast a minimum
of L% anmually of Federal reverues. The San Francisco Valley Commission
was established in 1948, and the Banco do Nordeste do Brasil (BNB) in 195L.
Finally, the Superintendency for the Development of the Northeast (SUDENE)
was created in 1959.

2. A11 through this period the Northeast was characterized by
levels of output and employment far lower than those prevailing in the
rest of B zil. Income per capita was roughly one-half the nationzl
averaee.- Large scale out-migration from the region was persistent. 1In
consequence, the rate of population growth has been about one-third less
than the national average.

3. As recently as 196-5 agrienlture, forestry and fisheries accounted
for 46% of the region's income, as compared to 28% for Brazil as a whole.
Industry (including mining, construction and ntilities; as well as mam-
facturlng) contrlbg}ed only 11% to regional income, as compared to 26% for
Brazil as a whole.£’ A5 of 1950, some 71% of the region's labor g?rce was
engaged in agriculture, as compared to 52% in the rest of Brazil.=

L. The structure of manufacturing in the region also lagged that

of the rest of the country. As recently as 'IQE:R nearlv three-~-fourths of

(72 81 wies My el L)

gross value added in mamufacturing industries in the Northeast was accounted

for ’hv so=¢c2l1led traditional 1~nr§nc+r1ea nroducing almost n‘n'f"i'm:’lv for the
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consumer market. Nearly 70% of the to was concentrated in foods and

beverages and textile and clothing p Of the other industries

only chemicals contributed 81gn1f1ca
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1y to the total. Output in the growth-

ndustries {Aathar than chemi-

.
orienvea cepivad gooas and intermedia IGUSTIICS (ouner thiall cacnl

cals) w as regligible. In contrast, on a nationzl scale, traditional indus-
tries accounted for less than 45% of otal value added. While less
—— e

1/ Stefan H. Robock, Brazil's Developing Northeast, Table 2.1
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2/ Fobock, Table 3.4
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diversification in a region's industrial structure is clearly compatible
with the advantages of both specizlization and industrial dqve'tnnmpnt in

b LGl o VU2 Al 220ve

the case of the Northea t it was also associated with far lower relatlve
onme i

levels of output and income per capita, and it was hence regarded as
congtituting in itself a major aspect of the Northeast's develoment
problem. These data are shown in Table 1.

5. The development and outrut of the regioral econamy and of its

mamufacturing industries had thus lagged behind that of the nation. In
addition, as late as the 1950's it was falling even further behind in its
shares in mamufacturing output, value-added and employment, as shown in
Table 2. The Northeast share in mamfacturing output fell from 10.1 per=

cent in 1949 to 6.9 percent in 1958. Its share in gross value-added fell
from 10.6 percent to 6.5 percent at the same time. And its share in maru-

facturing eqﬁﬁi&ﬁent fellii":—ro 16.7 Ire-;c;;f:'to 11.0 percent. Even more
in absolute

signifi cantly, employment in Northeast manufacturing decl in absolu

144 1Call LY SRlpe L genTal . LAl Ve Vi oV T st T2 Via b e s

ined
terms s while that for Brazil as a whole experienced modest gai

Nns.
emplovment decline in the Northeast, to be sure, resulted from prod Cti-’ity
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gains which rose faster than did the value-added in production. Ind
value-added per worker increased faste n the Northezst than in RBraz
a whole, rising from 55.9 percent to 5
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this was at, best small consolation. The years 1958-1966, in contrast, s
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increase in employment and a relative maintenance of the Northeast share

in national th&lS- Even though the SUDENE operation had fairly gotten
n only a couple of years before, its effects were already
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TI. SUDENE

Te The new agency was granted broad authority to supplement as well
as control the activities of regional agencies previously created. In
addition tc substantial financial resources made available to it for public
investment, it was empowered to administer important new incentives to
private investment -~ notably incame tax and customs duty exemptions for
industries, and preferential treatment with respect to foreign exchange
allocations and rates. In 1961, a very powerful new incentive was added
to these -« the 50 percent corporate income tax credit (34/18) for
industrial investment in the Northeast.

QTTTTAITY

_J_./ Grupo de Trabalho para o Desenvolvimento do Nordeste, Uma politi-
ca_de desenvolvimento economico para o Nordeste, Imprensa Nacional,

Kio, 1959.




8. Furtadol!s analvsis had showm +hat the Nowtheaak!s toymea of +madn
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were deteriorating: its major (agricultural) products were exported in
internationally competitive markote while +ha marnfartinraed conda 5+ henght
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emphasesl/ were an increased irrigation, organized colonization and better
3 . ant

land use in the coastal sugar strip. It may be that the political dif-
ficulties encountered by these objectives were largely responsible for
the increasing emphasis placed on industrialization in the 13607s.

9. Writing on Brazil's goals for the Northeast in 1963, Robock
stated that "to Brazil, the challenge of the Northeast is to accelerate
economic and social development in the nation's most backward region, and
thereby to reduce actual and potential social and political disorder.”
How much acceleration in growth, or what degree of reduction in regional
per capita output and income disparities, or the specific contributions
to be made towards the general goal by the several economic sectors, were
got clear at that time, and remain unclear today. What is clear, however,
is that SUDENE places major reliance on industrialization as an engine of
modernization and growth. SUDENE!s program from 1969-1973 states that
"the industrial sector must represent in the long run a dynamic center
which will permit regional growth with greater autonomy."2/ Industry, it
states, should be mainly responsible for modernizing the fégional economy,
and for providing major support to contimiing self-sustained growth.

10. The SUDENE program, it should be clear, embraces most public
sector activities in the Northeast -- agriculture, natural resources,
electric powsr, transport and communications, basic sanitaticn, education
and training, housing, health and so on, as well as manufacturing industry.
SULENE plans for public investment include those activities and investments
which are to be executed by Federal agencies, with which it coordinates,

as well as those for which other regional agencies are responsible, under
its supervision and (presumably) control.

11: The broad objectives of SUDENE!s industrialization policy,

while not clearly formulated, may perhaps be stated as the continued
accelerated expansion of manufacturing (and related) investment, output
and employment in the Northeast, and increasing diversification of the
structure of this expanding output to achieve greater participation and
balance in the intermediate and capital goods fields, until the pattern
and economic contribution of manufacturing activity more closely approximate
that of the rest of the country. In the absence of specific targets as to
contribution to regional income, share in national output, investment,
employment, and so on, "catching up" with the rest of Brazil or with
national averages stands out as SUDENE!s major industrialization objective
for the Northeast,

—
~
Hg

"

SUDENE, IV Plano Director, p. 106
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12, Other and more specific objectives are visible :2 tie criteria

or point system SUDENE has established to help determine %.1e extent to

which tax credits (3L/18)funds may contribute towards the non-loan

financing of individual projects approved by it. The points accorded to
these criteria may be considered to comprise a system of pr.l.orities for
further industrial development. Within SUDENE!s current sy.'tem, higher
priorities are accorded to industrial projects to be located in the poor-
est and least industrialized Northeast states. Projects which promise to
absorb a large number of workers, and others which are consid:red ressentiall
to regional development, may also be accorded relatively high point counts.
Essentiality here appears to be considered synonymous with stiucturally
balanced industrial growth. (The highest point counts for the essentiality
category are awarded to projects in the capital goods and basic intermediate
goods, other intermediate goods and the consumer durables and textile fields,

L 11 w2l =1 DR e

in that order.) Somewhat below these in point value are projects which

will use a large proportion of regional inputs, and others which contribute
towards national import substitution, while the lowest point counts are
accorded to modernization and expansion programs involving productivity
increases, to projects registered as "open capital" firms whose ownership
is therefore somewhat dispersed, and to projects in which labor will be
accorded some participation in profits. Details of the point system are
shown in Chart A,

13. SUDENE!s role in the industrial development of the Northeast

is a major and dominant one. The availability of 3L/18 tax credit and

other incentives to industrial investment in the Northeast, all administered
through SUDENE, appear to have virtually eliminated new industrial invest-
ment cutside the SUDENE system. Firms with an income tax liability in
substantial amount almost automatically take advantage of the opportunity

to deposit half of this liability for possible investment in the Northeast,
since the cost to them is zero. Industrial investment proposals thus flow
to SUDENE for its consideration and approval. SUDENE's role as arbiter as

to which projects will qualify for the various incentives offered, and in
thad+ Aamsmanas oo =wNaamd 2L 2. o CPNIRY I TR, BT I, I [ R e R e T o o Thne 2 and o
wiau USELTO, llab placttQ 1L 1n a p.LVUUd,.L ana conuvroLLing pUblUlUIlo rrojecus
to which it denies approval are almost automatically eliminated. Investors
who lack AR tner pvadita Smawrd+allv ssak out those who have them bo

VWiilJ N 4/ LV UG cIredlivsS 1CViIuabLy SeéeKk Ouuv unosSe wihio jave g wo
supplement their own resources. Taxpayers who have 34/18 credits will not

wh

[ T, NNES JIN TTY PR,

ich lack SUDENE!s approval for

Srmeranat blaad e Aceee PSRy

invest thsir own resources in projecits
use of their tax credits,

1. The SUDENE role in industrial development thus embraces the
review of investment intentions, the approval or disapproval of proposed
industrial projects and the determination of relative priorities in
accordance with which various kinds and amounts of incentives may be
extended. While investment proposals originate with the privatve sector,
the SUDENE role is more than that of the arbiter who determines whether
these intentions are realized. Through this power it alsc stimulates,
influences, and helps shape the investment intentions themselves.

15, The major incentive within the SUDENE arsenal resides in its
power to permit the use of tax credits (3L/18 funds) in either new or mod-
ernization and expansion of industrial projects in the Northeast., It may
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permit the use of such funds in the case of individuel projects in anot'is
up to a maximum of 75% of their non-loan financing. In cases waere no

loan financing is involved, therefore, this SUDENE power may result in a
grant to an individual nro1ect of as much as 75% of the total capital
required. In such a case, the minimum "own resources" financing requirement
for a project wonld be 25%. Since the Bank of the Northeast may make a
maximum loan of 50% of the total capital required to a SUDENE approved
project, a 75% SUDENE approval for the use of 34/18 funds would, in such

a case mear a subsidy of only 37.5% of the total capital required (.50 x
.75). This would also reduce the "ouwn resources" minimm equity requirement

to 12.5¢ of the total (This subsidy element, it should be noted is a

qn'hq1r1v to the project but not nnnnqqa*r'ﬂv a subsidv to its n‘r‘aanl'zpr or

vvvvvv eV jowy ~ L TOoR, AT ae R A et

prdmoter. The organizer of a project ma y prov1de the "own resources"
i nvastment ‘hﬁmcn'l-P whila +tha 2), /18 funds may be invested }'nr others. The
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organlzer-entrepreneur in such a2 case benefits in that he Obtalns equity

aanital whish I oht 1
capital which might otherwise not be aV“llable, but receives no subsidy.)

A more detailed description of SUDENE's 34/18 regulations is presented in

AvrnanAl»> T

APPENaiX 1.

16. This powerful incentive is supplemented by several others. The
law grants partial or full income tax exemptlons for at least ten yea

to all new mamifacturing firms except those which SUDENE may ccns:.der

'undesirable." Even firms which were in operatlon prlor to 1963 are
eligible for 50% exemptions up to 1978. Firms established between July
1963 and end of 1971 get the same 50% exemptions as do previously establish-
ed firms in the same lines, for a period of 10 years. If, however, the

new firm pioneers a product new to the regional industry, the tax exemption
is increased to 100%. Through 1968, the 100% exemption had been accorded
to 38 projects. In both cases, SUDENE may extend the exemption to 15 years,
especially for firms locating in relatively backward areas. Approved
projects are also eligible for loans from the Bank of the Northeast on
terms which are concessiomry, both as to maturity and interest rate.

Till recently, BNB term loans were extended at 12% plus 2% commission --

a sizeably negative interest rate. Even now, at 12% plus a monetary
correction of 10%, the rate is still very low in real terms. Northeast
industrial projects may also be accorded reductions or exemptions from
import duties for capital equipment required (although this privilege is
not restricted to Northeast investment). Finally,individual state govern-
ments offer additional incentives. Although the SUDENE incentives are
well-known, relatively little is known about state government participation

in the industrialization incentive program.

17. The Northeast states have added further incentives to those
provided by the Federal Govermment and its agencies. The most important
of these is partial exemption from the state value-added tax, the I.C.M.
(imposto de circulacao de mercadorias). Firms can deposit up to 60 per-
cent of the value of their I.C.M. liability in a State Development Bank
in a special account in their own name. With the approval of state
development councils, these funds can be used as "own capital” in invest-
ment projects introducing new industries or products which are considered
of importance in improving the productivity and expanding the productive
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capacity of the state's industrial sector. These deposits cannot be used
during the first year of deposit, but during this first year the state
banks will lend each depositor an amount up to 70 percent of his deposit,
at an interest rate which is not to exceed 6 percent per year. On the
other hand, the deposits must be used within two years after the first
year; otherwise the funds revert to the state.

18. In most of the northeastern states investors may borrow varying
percentages up to 80 percent of approved project cost from state banks,

for new projects and for modernization or expansion of existing projects.
State development companies or state investment companies may participate
in the equity financing of a project by buying shares for later resale in
capital markets. Such participation is in relation to the "own resources"
component of 3L4/18 projects. This has enabled some investors to contribute
as little as &% percent of their own funds in 31,/18 projects. Some state

companies also offer to subscribe part of the 3h/18 component in a project
for later re-sale to 3,/18 depositors, thus accelerating the funding of a

project under construction. While the total value of such incentives is
unknown, it is ore g'h'hr quite 1-1~m1+er1 becausgse of the weak financing of

m“\.llv'\lll’ LA - 2 (S T o wClaeT Vs weoean [LEE S §

the state banks and development companles.

III. The 34/18 Operation through 1968

19. The tax credit and resource transfer mechanism, beginning 1962,
resulted in deposits of NCr 1,655 million (in current prices) by the end
of 1968. Deposits have rlsen greatly since 1963. In constant values they
more than doubled from 1963 to 1964 and 1964 to 1965. The average yearly

increase has been about 25 percent since that time. While at the outset

of this program SUDENE was the only beneficiary, its share in total tax
credit deposits has declined markedly, from over 90 percent in 1964-19€5

to epproximately two-thirds in 1968. The SUDAM (Amazon region) share in
fiscal incentives has been growing rapidly, and amounted to 23 percent

of the total in 1968. The remaining 13 percent was accounted for in 1968
by three new priority sectors -~ tourism, fishing and reforestation.
Because of these new demands, SUDENE's anmial 34/18 deposits, in constant
values,increased only 39 percent from 1965 to 1968, and only 5 percent from

m_ 1~

1967 to 1968. These data are shown in Table 3.

20. The proportion of tax paying firms which have become depositors
under the fiscal incentives system has grown rapidly over the years. From
negligible proportions in 1962, 1963, and 196L, this ratio grew rapidiy,
according to SUDENE, to 6.5 percent in 1965, 8.2 percent in 1966, 13.5 peI-
cent in 1967, and 23 .1 percent as of March 1968. These accounteu for ¢

very large proportion of total corporate income tax liabilities. Neaxﬂy
80 percent. of all/3h/18 deposits in 1965 were made by Szo Paulo and
Quanabara fims.l/ Two-thirds of such deposits during 1965 were

accounted for by depositors of NCr 50,000, or over, and 29 percent

1/ Hirschman, Industry Development in the Brazilian Norbtheast and
the Tax Credit Mechanism of Article 34/18, Table 2




by depositors of NCr 500,000 or over.l/ (Unfortunately, more recent

data on these concentrations were not available.) Significantly, during
the years 1966-1968, 34,/18 deposits comprised more than 50 percent of
corporate income tax collections net of the fiscal incentives, and amounted

to nearly 35 percent of the Federal Govermment's cash def1c1t. These

21. Although SUDENE project approvals, in money terms, lagged behind
SUDENE's 3l;/18 deposits for some years, approvals substantially exceeded
depogits in 1047 and 1068 By the and of 1988, anprovzle 4in total approxi-
deposits in 1967 and 1968. By the end of 1968, approvals in total appro
mated total deposits. Total disbursements by the end of 1968 were some
)i2 narcant Aaf annratvale ™ ehnireamantes in 1948 2+ 214 millsion ~crTuzeiros.
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industrial projects which have been approved by SUDENE. The description
and analysis will embrace thelr mumber, value, kind, size and geographic
distribution. It will present also the employment which SUDENE anticipates
will be created by them, and analyze their financing, their prospective
raw materials sources, markets and profits. Finally it will project the
increased value-added in mamufacturing, and the modified industry structure,
in which they may be expected to result. Unfortunately the SUDENE data
on some of these points are not as clezr or integrated as might be desired.
Different tables covering the same periods of time do not coincide in temms
of the mumber of projects approved; neither is it clesr in all cases whether
the projects embrace marufacturing or industrial projects only, or whether
they apply to some agricultural projects as well. Despite these inconsis-
tencies and ambiguities, there is sufficient correspondence among the data
to permit a fairly reliable portrait to be drawm.

23. By the end of 1968 over 600 projects with z total investment value
of some 3.l billion (1968) new cruzeiros had been approved. About three~
fourths of these projects which hed individually a total investment value of
less than 5 million new cruzeiros accounted for less than one-fifth of the
total investment. Projects with individual values of 10 million new cruzei-
ros and over, accounted for something less than 1l percent of the rumber

of projects, and nearly 70 percent of the projected investment total. These
data are shown in Table 6.

2h. Lata showing the distribution of approved projects by industrial
branches and by geographic location are presented in Table 7. Some 17 rer-
cent of the projects are in the textile field, 16 percent in the food pro-
ducts and chemicals fields, 11 percent in the non-metallic minerals field
and 9 percent in the metallurgical field. While these five fields account
fox some 70 percent of the total, the remaining projects are distributed
industrial branches. In terms of

4
[ ¥
relatively thinly over the 1)) remaining indus
geographlc distribution, some 70 perxcent of the projects are concentrated
in three states: Pernambuco. 33 nercent: Bahia. 21 percent: and Ceara, 16
b ad IEP PR S C S bt Bl 5
percent.

1/ Hirschman, Tsbie 3
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for by four industrial branch S; chemical industries, 27 percent; textiles,
17 percent; metal industries, 15 percent and non-metallic minerals, 11

_ L

per
percent. These data are shown in Table 0.

b

s acc
total proaected. Sev n-tenths of the total investment value is accounted
€

26. Data on the mumber of jobs which are anticipated to be created

by some 569 projects approved through 1968 are shown in Table 9. These
data based, as are all the others, on the project proposals presented to
the SUDENE, anticipate employment of some 112,000 workers. Of these, the
heaviest concentrations are shown in the textile, food products, chemical,
non-ferrous metal and metallurgical industries. The data show also the
anticipated investment per man employed in the respective industry branches,
and an average investment for all projects of some 30,000 new cruzeiros per
employee. The_average investment per worker is thus indicated to be some
7,500 dollars.t/

27. Investment of capital per worker may actually be somewhat higher.
It was explained to the mission that SUDENE's employment creation figures,
especially in the earlier years, included the then current employment in
plants seeking SUDENE approval for modernization and expansion programs,

on the theory that in the absence of such SUDENE assistance, they would be
forced to shut down and release their workers. This suggests that newly
created employment by these projects may be scmewhat less than the 112,000
figure shown, and the average 1nvestment per man figure would be correspond-
ingly higher. Even so, the SUDENE projects, assuming they had contributed

only mlnlmally to employment by 1066 would increase manufacturlng employment
in the Northeast by up to 50 per nr=

28. An

28. An a;tvmpe to measure the influence of the 34/18 operation on

the Northeast s economy must take into account the fact that less than 30

percent of the projects approved had been completed by the end of 1968.

Data covering some 645 projects show them to be distributed between 22 new

hrann+q and 223 modernization progectsa Of the former ﬂatponrv, 155 had

been completed by the end of 1968, while 151 were under construction.

Of the ')9'2 mndarnieation nrodentas only 32 had been nr\m'n'l eted. while LJ: were
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involved in some 6L5 projects is shown, y T by year, in Table 1i. Foreign
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firms' own resources in important degree, accounting most recently for about
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one-fifth and one-sixth of the total financing projected, respectively.
As the program progressed 34/18 funds have played an 1ncrea51ngly 1mportant

role in total p’OJeCE 11nanc1ng, exoeealng ub pEICGDD in LVOO and thereafter.

1/ Current comparable figures for Singapore, Malaysia and Thailand
would be between $6,000-8,000 and for Colombia, $7,000.



Firms' own resources, as a share of total, declined to 20.6 percent in 1968.
Perhaps one-quarter of this own resources equity input originated abroad.
This foreign financing input was in addition to the foreign loan financing
shown in the table.

30. Jongiderable criticism and even more questions have been voiced
concerning the economic soundness of the Northeast industrialization policy

ded 1144 o0 1 PLIOE &

and the 34/18 scheme. Much of this has been based on the assumption that

. s
new industrial projects in the Northeast would rely mainly on materials
transported back to the rest of Brazil to market. The conclusion frequently
drawn has bueu that the projects themselves were unscund and, in the absence
of subsidy, not economically viable. It should be clear that a heavy reli-
ance on markets ocutside the Northeast would not in themselves demonstrate
the unsoundness of Northeast industrial projects. The ability to sell
competitively in other than the regional market would normally demonstrate
the contraryu The allegatlons rest, however, not on these facts; their
logic rests rather on the assumption that the Northeast market is inadequate

even for subsidized industries, and that these can exist only by selling
their subsidized products in the rest of Brazil. The mission has therefore
devoted some time to an analysis of the detailed data provided by SUDENE

on a large number of projects. These do not support or confirm these widely
prevalent suspicions.

31. Examination of the data provided by 186 project proposals dis-
closes that L6 percent of the total material inputs costs anticipated will
be met from the Northeast itself, while some L1 percent of material inputs,
it is anticipated, will be accounted for by the rest of Brazil, and the
remaining 13 percent from abroad. These data are shown in Table 12.

32. The data with respect to anticipated markets clearly refute the
charges made. Of a total of 621 project applications analyzed 5hji indicated
their probable marketing patterns. Of these, 349 showed dominant marketing
patterns either in the Northeast, in the rest of Brazil or in export, while
the remaining firms showed no dominant marketing pattern. (Dominant market-
ing pattern here was taken at 60 percent of more of total sales in one of
these market categories.) Surprisingly, 297 firms anticipated that their
sales would be entirely in the Northeast region, and an additional 10 firms
anticipated that 60-99 percent of their sales would be concentrated there.
Only 16 firms indicated a dominant sales pattern in the rest of Brazil,
while 26 anticipated that the bulk of their sales would be in export. Of
the 195 firms which indicated no dominant marketing pattern, some 15
indicated that their sales would be distributed in both Northeast and the
rest of Brazil. Since in all these cases at least a substantial portion

of sales were obviously expected to go to the Northeast, it seems a fair
presumption that, combined with those firms which clearly indicated that
their anticipated sales would be concentrated in the Northeast region, the
great bulk of the output of the new firms approved by SUDENE would be
marketed there. These data are shown in Table 13.

33. inalysis of the _osnectlve profits anticipated by L87 approved
projects show for the ent e group, an antici p ated ratio of profits to
sales of 2°%. L percent, and a ratio of profits to total capital investment



of 32.3 percent. (The ratios of profits to non-loan capital, and to "own
resources" capital, are of course considerably higher.) Of the 18 indus-
trial branches covered, two show average prospective profits on total
investmenb of 5C percent or more; five show anticipated rates in the LO-
L9 percent range; 7 show anticipated rates of 30-39 percent; and only I
show anticipated rates under 30 percent. Of these, the lowest anticipated
rate on investment is thot of the chemical industries branch, with an
average anticipated rate of 25.7 percent These profits, it will be re-
called, are subject at most to only half of the established 30 percent

corporate income tax rate, for at least 10 years. Because most of these
investments are being made by firms already established and experienced

in their lines, and consequently competent to estimate costs and sales,
these profit projections may be regarded as fairly realistic. It is
likely, however, that difficulties in providing skilled manpower from the
Center-South, and training local manpower in the Northeast, will prolong
the period requlred for the new plants to achieve the eff1c1ency levels
implicit in their profit projections to a three to five year period, rather
than to a more normal one to two years. Further, there exists as yet no
adequate experience base by which these profit projections can be tested.
They should therefore be regarded with some caution. This analysis is shown

in Table 14.

34. The mission has adjusted projections made informally within
SUDENE, which estimate the increases in gross value-added in mamufacturing
the projects approved through 1968 may be expected to produce. On the
basis of rather conservative assumptions, they suggest an average annual
growth of 9.1 percent from 1965 to 1973, compared to a rate of 7.8 percent
for the period 1955-65. On the basis of somewhat more optimistic assump-
tions, the average annual growth rate to 1973 is indicated to be some 11.7
percent. These projections are presented in Table 15.

35. The same projections show also some interesting developments

with respzsct to the altered structure of industrial output which may be
anticipated to result from the projects approved by SUDENE thus far. These
are shown, in contrast with the contributions of the various industrial
branches to total value-added in 1955, 1962, 1965, in Table 16. The
relative shares of the so-called traditional and the more dynamic industries
(the grouping is SUDENE's) had already been changing over the years shown
in favor of the latter. The projections 1ndlcate that this process will

be :mne‘lm':ﬁnd by the SUDENE qr-hpmp and that the q%mmfn're of industry in
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IV. Outlook and Economic Evaluation

36. Most of the material presented in the preceding section bears
directly on the neer-term outloock.
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37. Disbursements of 34/18 funds in 1968, and the indicated ratiocs

of 3L4/18 funds to total investment, suggest that mamufacturing investment
in the Northeast amounted to some NCr 600 or more million in that year.
Committed and undisbursed deposits of 3L/18 funds suggest that 1969-71

will experience additional marmfacturing investment at a significantly
higher level. As of the end of 1968, more than NCr 700 million of un-
disbursed 34/18 deposits remained in the financing pipeline. Allowing both
for new resource flows additional to the present pipeline and for price“
erosion, we may conservatively anticipate 34/18 disbursements at about NCr
500 million yearly through 1971. The near-term outlook therefore is for
manufacturing investment of about NCr 1 billion yearly, even if SUDENE's
share in 34/18 deposits should level off or decline, as seems quite possible.
Such outcomes could however result in an investment decline after 1971.

38. The availability of 34/18 funds,the credits prospectively
available from official banks and other credit sources, and other govern-
ment incentives are not the only factors which will affect significantly
future investments in Northeast mamufacturing industries. Other supporting
factors are natural advantages in certain raw materials; somewhat lower
labor costs per unit of value-added in manufacturing; disparate freight
rates which afford protection against goods from ocutside the region and
cheaper relative rates on goods exported from the region; and an improving
infrastructure as regards roads, electric power, education, housing, and
so on. Moreover, the current industrialization wave has put the Northeast

on the investment map. Industrialists are far more aware of its existence
and potentials than they were before. Many of the new projects will offer
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obviocus expansion possibilities at lower investment to prospective income
ratiogs than prevziled for their original investment. And extermal economies
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are rapidly being created, as industrialization grows and spreads. Finally,

the combined effects of the industrizlization and other maior Programs, and
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the general impetus which these impart to regional growth, employment and

income, will themselves provide further impetus to industrial development.

Data recently available reveal that a dramatic/increase in the region's

total output has taken place in recent years.l/ Output and living standards

have obviously improved, and unemployment has apparently declined.2

39. On the other side of the coin, it may be that the Northeast is
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rapidly approaching completion of the first major wave of its accelsrated

industrialization process. Projects already approved may have gone a long

v Unpublished data of the Fundacao Getulio Vargas indicate that
total output in the Northeast grew at average annual rates of
1.2 percent from 1949 to 1953, 5.1 percent from 1953 to 1958,
and 7.5 percent from 1958 to 1965.

74 New household surveys suggest that Northeast unemployment rates
are currently far lower than had previously been thought.
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wards exploiting near-term investment opportunities
ties of the market. SUDENE recently reported a

on rate of some 30-40 percent on Letters of ion {initial
1nforma1 progect proposals for use of 34/18 funds). Thls reflect the
Agency' coricermn Bﬂaﬁ near-term 1nvesnmenn OPPOTDunlDleS mdy have bveen pre-
empted in a number of fields and areas by projects a]ready approved. A
slowdown from current and near future investment growth rates may therefore
not be far off. Such a slowdown, if it occurs, would not necessarily be
undesirable, nor would it necessarily be inconsistent with the contirued
healthy expansion of industrialization in the Northeast.

ho. The outlook for mamufacturing industries will also be influenced
importantly by the priorities accorded to Northeast development by the
Federal Goverrment, and by the relative emphasis given to mamufacturing
industries within the broader regional development priority. As regards
the first of these, there is every indication that accelerated development
of the Northeast region will contimue for some time to be a major objective
of govermment policy in Brazil. As regards the second, there are some
indications of growing doubt as to whether the 1ndustr1allzatlon emphasis
has not perhaps been overstressed, as to whether the investments realized
could not have been achieved with somewhat less generous incentives, and

as to whether some of the resulting investment has represented an optimum
use of scarce resources. Although the great majority of industrial pro-
Jjects developed under the incentive scheme give strong evidence of future
profitability, these doubts have some validity. Thus, progress in agri-
culture does not appear to have been accorded comparable or even adequate
attention. Similarly, even if the tax credits and other incentives contained
no element of redundancy in the earlier years of the program in relation to
the investment volumes achieved, they appear to do sc now.

L. Nor is it altogether clear that SUDENE's scheme of priorities

for channelling resources within the industry sector is designed to allocate
these resources most effectively. This system, revised as of March 1969,
divides projects into five priority classes. These are permitted to use

3L/18 funds up to 75 percent, 60 percent, 50 percent, 4O percent, and 30

percent of a project's total non-loan f-manc-mp- rpqnpotlve]v- depending on
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the mumber of points awarded them by SUDENE on the basis of stated criteria.

A point count of 5O or more presumably entitles a project to a 7ﬁ percent
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use of 34/18 funds, while the lesser categories are awarded for p01nt counts
of hn-ho 30-39, 25-29, and less than 25 points, respectively. The criteria
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employed are plant location, essentlallty, use of regional inputs, import
substitution, dispersed ownership, labor absorption and labor participation

in profits.

h2. The points awarded for location range from a maximum of 25 down
to 10. The highest points are accorded to the least developed states within
the region. Recife and Salvador, which received a heavy concentration o
approved projects till now, are not entitled to any points under the location

criterion in the new point award system as revised in March, 1969. Clearly,

this criterion is designed to spread the benefits of .mdustrializatien +to

the maximun feasible extent throughout the Northeast. Equally clearly it

is dubious whether SUDENE should glve nlgn rewards for such a distribution.



Incentives to bring memfacturing industry to a region as laige as the
Northeast may be justified, but the indefinite extension of this principle
within the region must sconer or later run counter to natural and econcmic
location advantages. The current point awards appear to have gone some-
what beyord the boundaries of a2 logical priorities scheme, even though it
is doubtful that this award would be sufficient to distort sz location
decision in other than marginal cases.
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industries which produce goods considered essential to reglonal development
within the following categories:

- capital goods and basic intermediate goods, 20 points;
- other intermediate goods, 15 points;
- consumer durables and textiles, 10 points.

Which industries within these categories will be considered essential

is obviously left to SUDENE's judgment, but the criterion obviously aims

at developing a more modern, bzlanced and relatively autonomous regional
industry structure. Here again the rationale appears to be rather dubious,
in that it runs counter to specialization and comparative advantage.
Capital ard intermediate goods might or might not contribute more in any
given case to the region's economic develomment than might consumer
durables, textiles or any other consumer goods industry, end it is doubtful
whether relative essentizlity should be measured on this basis.

L. The third criterion awards 15 points to a project if 80 percent
or more of its material inputs originate in the Northeast, and 10 points
if 50-79 percent of its materizls so originate. This criterion appears
to be a reasonable one.

L5. The award, however, of 10 points to projects which are import
substituting from the point of view of the national economy does not appear
to be justifisble. Import substitution in Brazil manmufacturing has been
vigorously promoted for at least 15 years and industry nationally is in
general highly protected. There would seem to be little justification for
further inducements to national import substitution, and even less justi-
fication for such priorities within a regional development effort. On the
other hand, the award of 10 points to projects which will export at least
LO percent of their szles outside the country is certainly justified.
Indeed, it might make sense to increase the point maximum for projects
which wonld export even larger proportions of their product.

L6. he labor absorption criterion has two components. One awards

five p01nt to projects in which labor costs and social charges connected
with them represent over 25 percent of gross value added (the average for

all approved projects). In view of the need to create jobs in the Northeast,
and to influence the relative use of the productive factors so as to maxi-

mize the use of plentiful labor and conserve the use of scarce capital (in
this case., to counteract partially the 'Prpp capitel aspect of the 'R’ /'18
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L7. The second component of the lebor absorption criterion is a

formula, the effect of which is to awerd points proportional to the amount

of employment created, up to a maximum of 25 points for projects which
employ 1,000 or more workers. There would seem to be a prima facie case

for this.

L8. The remaining criteria, each of which bears a rating of five
points, do not require comment here.

L9. In evaluating the point values built into the overall priority
scheme, it should be kept in mind that SUDENE retains a certain degree of
flexibility so that it is not rigidly bound to adhere to this scheme.

At the same time it is difficult not to conclude both that the values
built into the system are somewhat distorted, and that certain elements
which should be incorporated into a priority scheme are lacking. Among
these, it is suggested, should be criteria whlch would accord priorities
to projects ontstanding with respect to their technical and economic

fea51b111ty, projects Whlch promlsed to be viable, within a few ye
nn'lv moderate levels of customs protection projects in which a2 su
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few of even the small proportion of projects already completed have had =z
full run-in perlod there does not as yet exist an adequate emplrlcal basi
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for such a judgment. What does seem likely is that the priority system
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can be strengthened and improved, and that a careful consideration of these
possibilities would prove to be rewarding
50. It may be of interest to recapitulate briefly the findings of

this study, insofar as they suggest the balance of payments implications
of the industrielization program. It has been indicated that near-term
investment in manufacturing industries should approximate NCr 1 billion
yearly for the period 1969-71. Of this, experience thus far indicates
that the external financing component will amount to some 20 percent --
15 percent loan financing, and 5 percent equity financing. The foreign
import component of this investment may be expected to correspond roughly

to this financial contribution. Since previous analysis of the program has
also indicated a sales/investment ratio of approximately 5:l, a raw materials
to sales ratio of 4:10, and a materials import component of 13 percent from

abroad, it may crudely be estimated that the three year increment in annual

materials imports by 1971 may be some NCr 190-2C0 million (1968 prices).
It is more difficult to approximate exports, since the geographic markei

8);
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analysis is based on the number of projects, rather than on their projected

sales values, and since many firms did not indicate a dominant merket
pattern. 4 crude estimate, thus gqualified, is that near-term exports may
amount to some 5-6 percent of projected sales, or a three-year increment
of some NCr 190-225 million (1968 prices) by 1971.



Sl. If one appraises the industrialization incentive program in
the Northeast by the degree of success it has achieved in mobilizing d
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transferring resources to the Northeast and in committing these
to investment in manufacturing industry, there is no doubt that this
program has been highly successful. If one applies the further major

test of the prospective profitability of the projects thus induced, the
analysis presented in paragraph 33 suggests that by this test too the
program will, in all 1likelihood, prove to be successful. It appears also
that a reasonable proportion of raw material inputs required by these
projects will originate in the Northeast, and that by far the greater part
of the goods produced will be marketed within the region. Fears that the
program will generate a great deal of unnecessary transportation to and
from the Northeast would appear therefore to be unwarranted. The structure
of the Northeast's mamfacturing industries is becoming more diversified,
and external economies are undoubtedly developing. While direct employment
gains will be modest relative to needs, the indirect employment effects
should be more substantial. Investment per worker does not appear to be
excessive relative to that which prevails in the rest of Brazil.

52. On the other hand, as already stated, it appears that the incen-
tives which have been made available to investors in the Northeast are
excessive in relation to the volume of investment evoked. The 50 percent
tax credit is very sizeable, both in the individual benefits it confers

and in relation to the Federal budget deficit. The maximum grant of 75 per-
cent of total project investment which is possible within the present system
appears to be larger than is necessary, equitable or desirable. The very
nature of the incentive system opens it to certain abuses. The priority

stances and needs as they ought to be, and the combination of system and
circumstance is resulting in an increasingly dominant role in Northeast
mamufacturing by Center/South investors. DMany Northeast firms with legiti-

mate claims to modernization and expansion of their enterprises are finding

it difficult to obtain 3L4/18 financing for their projects. They are un-
willing to pay the high commissions and/or equity participating brekers
reportedly charging for assistance in arranging for them.l/ Investment
the Northeast; to be sure, is desirable on many counts, nc matter where
originates. However, 100 percent ownership and control of Northeast ente

priges bv firms outside +the Nnﬁhanef Aoes mean that a sizeable nartion
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the proceeds from these enterprises will flow outside the region, w

the cass of resional ownership would tend 1o be re-invested or spent within
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the region. Taking the regionzl development emphasis as given, the impli-
cations of this for further development of the Northeast are nol as bene-
ficial as would be the case, other things being equal, under Northeast

Nntmarah ic.
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l/ Many however are too small to be able to prepare the elaborate
and costly project proposals required by SUDENE. These must
rely on the separate small and medium-size industry program in
which BNB moneys are re-lent through state development banks,
and on state technical assistance programs.
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53. Another point merits consideration in an economic eva’uation
of this program. The growth of mamufacturing in Brazil in recert years,
it has already been suggested, was stimulated and supported chiefly by
Protectionism and its companion policy of import substitution. For the
Brazilian economy as a whole, import substitution has pretty well run
its course. Since these policies have resulted in a relatively high
cost industry, export potentials for the near-term are not great in ab-
solute terms, and contimued vigorous growth for some time to come muct
depend on a combination of greater productive efficlency and expansion

of the internal market. In this sense, the incentive program to
industrialize the Northeast reduces, though probably only in minor degre
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the near-term prospects of the manufacturlng industries in Sao Paulo,

Guanabara, and other industrial centers for achieving the larger production
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units and economies of scale essential to solution of the general Brazi-

lian develonment nroblem Althouch it 1 itive to this consideration,
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the mission is not disposed to question ic regional development pol-

Jov ohsiectiva Neither is it inclined to guestion the need for contimation
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of the industrialization incentive scheme. It does conclude,however, that
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the incentives offered and the criteria employed.

e,
7
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5&. There has been little public discussion thus far of what the
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strialization incentive program's specific goals should be, how long
progranm should last, or what the criteria for transitional arTangemPnts
ultimate termination should be. In the prevailing climate, these
questions are delicate. People in the Federal Governmcint, and Center/
South industrialists, seem hesitant to offend Northeast sensibilities.

In the Northeast, officials and industrialists hesitate to discuss
infimmities in the system, even though they may view these objectively,
for fear any opening up of the issues will result in substantial curtail-
ments in existing incentives. Further, no one seems to have taken ade-
quately into account the near-term implications of the huge volume of
approved projects already in the pipeline, in relation to what investment
volumes and incentives are still necessary and desirable, and the possible
timing of orderly change.

55. In conclusion, the industrialization program for the Northeast
may be considered to constitute an imaginative and, on balance, construc-
tive approach to one of Brazil's major problems. In channelling sizeable
amounts of public resources into productive private investments in the
region, it contributes to reducing the traditional disparity in incomes
between the Northeast and the rest of Brazil. Despite the substantial
contributions it has already made, and its further contributions which
will derive from approved projects not yet completed, contimiation of the
program is clearly in order for some time to come. Howsver, its very suc-
cesses reduce the degree of incentives required for its successful conti-
nuation. This, together with other considsrations already presented,
suggests that the program could bestrengtened and improved if the following
steps were taken:

a) the 50 percent tax credit were reduced to 35-40 percent, with
the differsnce of 10-15 percent going to SUDENE-BNB for grants and loans
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¢) the minimum "own resources" investment in 34/18 projects
were increased from the present 12% percent to something between 18.75
to 25 percent. either by giving effect to b) immediately above, or by
limiting BNB loans to such projects to the extent necessary to ensure

a

s lending were at positive interest rates.



Lppendix I

SUDENE's 3l/18 Regulations

A description of SUDENE's 34/18 regulations is presented in
this appendix.

1. The term 34/18 originates from Article 3L of Law 3995 (Dec. 1k,
1961) and Article 18 of law 4239 (June 27, 1963). These govern the

creation of the tax credit investment funds. Law 4869, of December 1,

1965 (supplemented by still others and referred to here as the "old sys-
tem"), and Law 5508 of October 11, 1968 (supplemented by Decree 6l.21l

of March 18, 1969, referred to here as the '"mew system"), regulate the

use of these funds. The older system, in effect until March, 1969, is
summarizecd below. Recent changes (the new system) are explicitly indicated.

2. Source and uses of 31/18 funds - Corporations throughout Brazil
may discount up to 50 percent of their corporate tax liability for invest-
ment in new or existing agricultural, industrial and telecommmumnications
projects in the area under SUDENE's jurisdiction, which SUDENE has declared
or may declare to be of interest to the development of the Northeast.

3. The depositor - Corporate taxpayers may deposit such amounts

in a special account (conta bloqueada) with the BNB or with the Bank of
Brazil or Caixa Economica Federal,when the BNB has no local branch, (or
tranfer to the BNB). The depositor will register such deposits with the
income tax authorities. These deposits bear no interest.

!, Tha +3iminge Tt 3T vamnarntle  +hae Aarnaaddac trac amm~ard mad +a
[53 11T UJJILLJ.J& = Viluldd 10LUTLILLY ¢ ULIT UCSPUOLULUL Wao JTludllou vy
choose the project in which he wished to invest and notify SUDENE in
Flhidan Flia aemd Al Ll Y e man LT T 1- —— . -L‘_L
W.L.LU.Lug, W.LU.H.LI Lile eldua o LIIE LILLL'Q Cdl’ 10L1L.1L ea 1 WIL
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the tax was due, and await SUDENE approval. In the new ystem, the depo-
sitor may‘choose freely up to the end of the first year, or invest in pro-
9ects indicated by SUDENE up to the end of the second year following that
in which the tax was due. For deposits made in 1966 and 1967, however, the

time limit is December 31, 196S. If these time limits are not observed the

gﬁg‘o will be transferred to a fund for application in the Northeast area by
.

5. Permissible Projects - 3L/18 funds may be invested in agricul-

tural, industrial, and telecommunications projects in the Northeast
(including the states of Maranhzo, the Island of Fernando de Noronha,

and that part of Minas Gerais state which lies within the dreught polygon)
which have been approved by SUDENE. Article 5 of the 1969 decree includes
under "industrial or agricultural enterprises":

i. Agriculture, cattle raising and other related activities;

ii. Forestry and fisheries;

iii. Mineral extraction;

iv. Mamufacturing industries, classified in twenty branches;

v. Other activities, if SUDENE recognizes them as industrial
or agricultural.
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The new system also allows investment in electric power generation, trans-

kY

mission and distribution projects.

N

o. fpplication for approvael - Entrepreneurs interested in launching
a project in the Northeast will initially address to SUDENE a "consultation
letter,’ on which SUDENE should take final action within 150 days of re-
ceipt. Acceptance of the project outline contained in the "consultaticn
letter™ by SUDENE should precede submittal of a formal project application.

7. The form of 3L/18 participation - Of the total of 34/18 funds
incorporated into a project as shares, at least 50 percent of the shares
mist be preferential and with no voting rights (the 50 percent may be
set relative to all 3L/18 shares, or relative to the holdings of each
depositor). This is designed to protect the entrepreneurs who organigze
and provide the "own resource" equity financing from 31/18 depositors-
investors who would otherwise control the compeny.

8. In the new system, all 3L/18 depositor shares must be nominal
and cannot be transferred up to five years after the project has started
to "function normally" as determined by SUDENE (the old decree is not
specific on the issue of share transferability).

9. If 34/18 funds are committed as loans to a project, these loans
may not be called within five years of the completion of the project.
In the new system, the loans:

a) are not transferable within five years after the project
has reached "normal functioning" as defined by SUDENE;

b) will receive interest of not over 12 percent p.a.;

¢) will receive no monetary correction;

d) will be amortized, after five years, in installments of
20 percent p.z

eV pPeR e s

10. Participation of 31,/18 deposits in total investment - The 34/18

funds in a project, whether as share capital or zs loans, may not exceed

75 percent of the #difference between the financial coverage of the total

investment (including working cepital) and the financing conceded to the

investment by other sources of credit" (including presumably sll loans,

official or private, domestic or foreign, excepting only 3L/18 deposit
TAan

) mh2 2 sinforeced Ky +h
commitments made under the forms of loans). This is reinforced oy uae

statement that "own resources may never be less than one-third of the

)l‘..,.I/_LS funds in any one project.” This is meintained in the new system,
with one exception. In firms Whlch are characterized by foreign control,
;:'4/.;8 .fu.uub may not exceed the value of own resources. Own Iesources

may consist of: (a) cash; (b) undistributed profits; (c) shareholders'
credits; (d) fixed investments already existing in the Wortheast, register-
ed on the books since December 19, 1968, at historical cost; (e) used
capital equipment, brought from outside the Northeast and valued at
historical cost. These, however, as appraised by SUDENE, must be used

‘D



in pioneering projects or in the expansion of projects which have already
been functioning for three years; must not be technologically inferior to
equinments used in other parts of the country; must be less than five years
old and must not exceed 30 percent in value of total fixed investments.

If ’rhp equipment is foreign, it will only be admitted if no "similar"

FRTTTETTT T T T s
exists.
11. In the new system, "own resources" may consist of items (a), (b),
and (¢ ) above: and item (—\ provided the equipment has been on the boocks
for less than five years by the time of the application; or is new capital
equirment. The provision for incorporating used capital equlpment brought

from outside the Northeast is missing in the new system.

Priority criteria -~ The old system divided projects into three

c1l At e Pav o ORI QT ~F /1R fyymde +ha amanint AF
Cl.L.LUW.LA.ls J-UJ. < PGL U.Lb.Lyd.U.LULI U.L )L}.I LU L Wil .Ll.l ULLG AUIVWILI L UL

5C pezcent or 75 percent of total non-loan financing. While

e f e Poppp iy [P SN T, [P, B Y
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n the basis of stated cxlterla, SUDENE has retained flexibility
].Il bhls IGSPECD- UnT:l.L marcn, Lyoy, DUUILNL reservea the IlgHD to add up
to 10 points or subtract up to 15 points from a project's point count "upon
consideration of other aspects of essentiality in the project and the
availability of 3/18 funds." Since a total of 50 or more p01nts are
required to qualify for the maximum 3l;/18 participation of 75 percent, this
10-15 percent flexibility range was quite significant. In the new system,
this flexibility is maintained. Furthermore, SUDENE may now bypass the
point system altogether in deciding on the amount of 3L/18 participation
"whenever it considers a project to be of high priority for the region's
development within the directions of the 'Plano Diretor.'"

0]
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13. Other issues - The following are mentioned only in the new
decree, which is more detailed (and twice the length) of the old law.

a) Foreign remittances - profits derived from the investment
of 3L4/18 funds may under no circumstances be remitted outside the country,
under severe penalties. This does not affect the remittance of profits
which correspond to direct foreign investment, duly registered and under
the conditions set forth by present legislation. This also does not
prohibit the utilization of profits derived from 3)/18 funds to purchase
foreign equipment which do not have a domestic "similar."

b) LKeinvestments - SUDENE area firms may, for reinvestment
purposes, deposit in the BNB 50 percent of their corporate income tax
liability, with the addition of half of this amount in own resources.
These funds can be freed for reinvestment only by SUDENE. SUDENE's
verification and approval procedures will however be less demanding in
such cases.

¢) BNB financin

0 tee ects re
) B 0 t ects re ]

or guarantee will be submitted simultaneously to SUDENE and BNB. BNB may
not approve any such projects previous to SUDENE's favorable reccmmendation,
and has 60 days in which to decide on the project after SUDENE's recommenda-
+3An QhnAnnld DND vaiant +ha Pimanatne arnnlisan +'n~n A4 wavad aAavnTlasn +ha

WALl . WAL UM IND) L UJG\; v viio L J..ua.u\,.;us GPP.L.L\,G UJ-UI.I’ AW WO UL T A.y.LO.LlA viic
reasons in writing to SUDENE. This communication will remain confidential.



Table A STRUCTURE OF INDUSTRY - NORTHEAST AND BRAZIL - 1958

Gross Value Added in

- - -~ N o L 1 TR PR} xl/ . PR o S E . 5 T vy od e
Ag Per (ent ol 0(ross vValue Added— 1n Manwlacturlng inausiry

Northeast Brazil

Traditionel 73.7 Lh.8
Food and Beverages 38.2 17.2
Textile and Clothing 31.1 17.5
Tobacco 1.9 1.5
Printing 1.2 3.2

Wood Products and Furniture 1.3 S.h
Other 26.3 55.2
Non-metallic Mineral Products 3.2 6.5
Metal 1.9 1l2.2
Mechanical Equipment .2 3.0
Electrical Equipment No=4 Lh
Transportation Equipment 2 7.0
Paper 1. 2.8
Rubber 2 1.8
Teather 3/ 1.7 1.2
Chemicals= 17.3 13.7
Sundries 2 2.6
Total Manufacturing 100.0 100.C

Source:  IBGE, Producfo Industrial Brasileira, 1958

1/ Value added was computed for firms with 5 or pmope workers.
2/ Less than .05%,

3/ Includes also cosmetics, pharmaceutical products and plastics.



Table 2_: VALUE OF OUTPUT, GROSS VALUE ADDED AND EMPLOYMENT IN MANUFACTURING INDUSTRY v

NORTHEAST AND BRAZIL - 1949, 1958, AND 1966

VALUE OF OUTPUT GROSS VALUE ADDED EMPLOYMENT
NCr$ Million Per Gent NCr$ Million Per Cent 1,000 Workers Fer Cent
(1968  Prices) {1968 Prices)
Northeast Brazil Northeast/ Northeast Brasil Northeast/ Northeast Bragil Northeast/
Bragzil Bragil Brazil
19h9 1,712.41 17,0345 10.1 801.5 7,527.9 10.6 214 1,283 16.7
1958 2,293.3 33,236.3 6.9 9L8.9 11,583.1 6.5 189 1,719 11.0
1966 3,717.7 54,283.0 6.8 1,717.1 27,469.8 6.3 209 2,139 9.8
ANNUAL  GROWTH RATES - PERCENT '
1949 - 1958 3.3 7.7 1.9 7.6 -1.L 3.3
1958 - 1966 6.2 6.3 1.7 8.3 1.3 2.8

Sources : IBGE, Censc Industrial 1950; TBGE Producdc Industrial Brasileira 1958, end Mission Data

1/ Firms of all sizes-

NOTE: Re wusehold surveys suggest that the data shown here exclude by definitiom many melf-empnloyed household workers,
(See TBGE ‘TBE/JEPD, Pesqu-sa Nacional por Amostra de Domicilios.)

cent t
and th

hat such exclusions are proportionately greater in the Northeast than in Brazil as a whole.



Table 3: FISCAL INCENTIVES (Deposits)

1962-1968
Percentage
Current NCr$1,000 NCr$1,000 of

(1968 Prices) Yearly Totals

Year Sudene Sudam Embratur Sudepe Reflorestamento Total Total Sudene Sudam
(34/18) (Tourism) (Fishing) (Reforestation)
1962 5,700 - - - - 5,700 65,500 100.0 )
1963 7,700 1,078 - - - 8,778 58,110 87.8 12.2
196L 37,300 3,316 - - - 1,0,616 140,896 91.8 8.1
1965 149,400 13,047 - - - 162,007 358,683 91.9 8.1
1966 226,600 46,807 - - - 273,407 36,084 82.9 17.1
1967 351,100 101,858 1 v 1/ 152,958 61,667 © 77.6  22.L
1968 457,870 163,101 35,771 42,736 11,306 710,78 710,784 6L.5 22.9
Total 1,235,670 329,207 35,771 L2,736 11,306 1,654,690 2,331,772k 78.52/ 17.62/

1/ Data not available, but are presumed to have been negligible. 2/ In constant prices.

Source: Ministry of Finance and Fundacao Getulio Vargas.



Table :

31/18 DEPOSITS - COMPARISON WITH TAX PAYMENTS OF FIRMS,

THE FEDERAL GOVERNMENT BUDGETARY REVENUES AND ITS CASH DEFICIT

3l4/18 Deposits

Federal Federal
Tax Government Government
Payments Budgetary Cash
Year of Firms l/ Revenues Deficit
Million NCr$ Current
Million NCr$
Current

1962 58 S56L.9 280.9 5.7
1963 122 1,051.7 S0L.2 T.7
196l 195 2,240.1 700.0 37.3
1965 405 3,912.3 587.9 149.4
1966 507 5,913.2 586.6 226.6
1967 633 6,814.1 1,22L.7 351.1
1968 901 10,275.4L 1,226.7 u57.9

As per cent

of Federal

As per cent Government

of Tax Payments Budgetary
of Firms Revenues
9.8 1.0
6.3 0.7
19.1 1.7
36‘9 308
Lh.7 3.8
55.4 5.2
50.8 4.5

As per cent
of Federal
Goverrment,
Cash
Deficit

2.0
1.5
5.3
25.4
38.6
28.7
37.3

1/ Net of tax credits.

Sources:

Income Tax Division (Ministry of Finance); Ministry of Planning, 1970 Federal Budget Proposal;

and SUDENE.



Table 5:  3L/18 DEPOSITS, APPROVALS, AND DISBURSEMENTS
1962 - 1968
(Million NCr$ in current prices)

1/ 2/

Year Deposits Approvals— Disbursements=
1962 7 - -
1963 8 7 -
196k 36 26 3
1965 149 33 8
1966 227 152 39
1957 351 L96 157
1968 458 507 316
TOTAL 1236 1221 525

1/ 34/18 share in industrial projects only.

2/ Including NCr$ 35 million for agricultural projects
lion for wor ion

r
amAd NOWE 212 orking capita avplicat

and NCr3 33 mil ig \.-ay.l.un1 appiic ns.

Source: SUDENE



Table

5A ¢ 3L4/18 FUNDS DISBURSED ON APPROVED SUDENE PROJECTS

(NCr$1,000 Current Prices)

NCT31,000
1968 Prices
Total

Industrial and

Telecommunications  Agricultural  Applications for
Year Projects Projects Working Capital Total
1963 92.54 - - 92.4 611.7
1964 3,366.1 - - 3,366.1 11,677.0
1965 8,050.8 - - 8,050.8 17,776.6
1966 36,626.8 . 766.0 1,623.9 39,016.7 62,231.6
1967 12k,024.9 10,735.9 22,288.2 157,049.0 19k,7L0.8
1968 283,459.2 23,592.3 8,756.5 315,807.9 315,807.9
1969 (Jan.l - Mar. 20) n. a. n. a. n. a. 79,885.8  71,595.0

Source:

SUDENE



Table 6: DISTRIBUTION OF

SUDENE APPROVED PROJECTS, 1960-1968,

NUMBEE AND TOTAL INVESTMENT OF PROJECTS IN EACH CATEGORY

BY SIZE CATEGORY

Size Categories of Approved Total Investment
(In NCr$ million, March 1968, Prices)

Year
of Total
Approval to-.9 1.0-1.9 2.0-L.9 5.0-9.9 10.0-19.9 20.0-49.9 Over 50.0 A1l Sizes
Number of Projects in Each Category

1960 1 7 5 3 3 3 - 22
1961 N L 3 2 3 2 1 19
1962 12 7 12 10 7 3 - 51
1963 36 b 9 3 3 L - 59
1964 31 6 7 3 I 1 1 53
1965 32 9 9 b 5 - - 59
1966 37 1k 10 6 5 3 - 75
1967 61 27 31 12 11 7 3 152
1968 3k 30 37 23 1L 5 - 143

Total 218 108 123 56 55 28 s 633

Total Investment of Projects in Each Category
(NCr$1,000 at 1968 Prices)

1360 173 9,558 18,649 16,732 11,535 80,018 - 166,676
1961 2,300 6,007 7,441 11,550 43,409 72,585 200,023 343,315
1962 3,825 9,554 39,833 70,626 106,902 7k, 757 - 305,499
1963 12,066 5,770 26,789 21,123 18,372 113,173 - 227,293
196L 7,009 8,606 19,874 17,687 51,531 26,896 234,L7h 366,077
1965 12,436 10,571 31,535 26,372 79,966 - - 160,881
1966 13,783 18,567 36,970 12,602 71,764 96,880 - 280,566
1967 30,755 38,149 98,988 8l,910 155,107 191,307 253,575 849,790
1968 19,361 2,222 121,516 170,780 208,017 170,730 - 732,626

Total 101,709 149,01k 398,598 L62,382 806,604 826,317 688,072 3.h32,721

1/ A few projects were not included; as data on the investment total were not yet available.

Scurce:

SUDENE.



Table 7: DISTRIBUTION OF SUDENE PROJECTS BY STATE AND BY INDUSTRY GROUP
1960-1968
NUMBER OF PROJECTS

EACH INDUSTRY
N

, ALL OTHER TOTAL BRANCH AS PER CENT
PERNAMBUCO  BAHTA CRARA NORTHEAST  NORTHEAST OF TOTAL
Consumer Goods 69 41 59 89 258 41.9
Textiles 27 17 18 hl 103 16.8
Clothing and Footwear 8 N 12 7 3 5.0
Food 21 1 2k 36 95 15.5
Beverages 5 N 1 - 10 1.6
Tobacco - 1 - 1 2 0.3
Printing and Publishing L - - 1 5 c.8
Furniture and Fixtures L 1 3 12 1.9
Intermediate Goods 103 72 39 75 289 46.9
Non-metallic Minerals Mfgs. 2h 19 9 18 70 11.4
Metal Industries 22 12 9 7 57 9.3
Wood and Wood Products 2 9 2 L 17 2.8
Paper and Paper Products 11 3 5 6 25 .1
Rubber L 3 - - 7 1.1
Leather and Leather Products 5 1 2 3 11 1.8
Chemicals 35 25 12 30 102 16.h
Capital Goods 26 16 b u 51 5.3
Machanical 5 i - 3 12 1.9
Electrical 17 é L 2 29 L.8
Transport Equipment b f - 6 16 2.6
Others 1 -1 L 12 1.9
TOTAL 205 29 103 179 616 100.0

Percent of Northeast 33.3 20.9 16.7 29.1 100.0

}_/ Including also Cosmetics, Pharmaceuticals, and Plastics.

Source: SUDENE

Note: Due to incomplete data, a few projects were not listed.



Table: 8: DISTRIBUTION OF INVESTMENTS BY STATE AND BY INDUSTRY GROUP
SUDENE APPROVED INDUSTRIAL PROJECTS
1960 - 1958

(NCr$ 1,000 at March 1968 Prices)

PERNAMBUCO BAHIA gmu‘ ALL OTHER TOTAL EACH INDUSTRY BRANCH AS STATES AS PER CENT |
- NOHTHEAST NORTHEAST PER CENT OF TOTAL T OF TOTAL WORTHEAS

Pernambuco, All Other
Bahia, and/Qesra' States

CONSIMER _GOODS 335,917 190,L11 208,687 21,810 976,825 k] 5 2%
Textiles 170,681 9ki,546 130,451 159,727 555,405 17 7 .29
Clothing and Footwear 17,381 5,363 27,120 9,685 59,549 2 8ly 16
Food 66,153 55,219 34,835 64,082 220,289 7 n 29
Beverages 15,53 32,772 11,481 - 120,784 i 100 -
Pobacco - 2,147 - 1,130 - 3,277 - LY 34
Printing and Publishing 3,189 - - 2,060 5,249 - 61 39
Furpiture and Fixtures 1,982 36h k,800 5,126 12,272 - 58 h2

INTEEMEDIATE GOODS 714,181 860,203 91,196 340,768 2,006,648 60 83 7
Non-metallic Mineral Mfgs, 108,075 136,490 37,LLS 97,378 379,392 1 Ty ; 26
Metal Industries 10kL,8LS 338,982 19,71 23,672 L87,2LL 15 95 5
Wood and Wood Products 19,052 3,575 3,786 5,00k 62,17 2 92 8
Paper and Paper Products 78,043 8,161 3,988 57,451 147,643 b 61 39
Rubber 13,L53 960 - - 14,431 - 100 -
Leather ang Leather Products 7,423 3,226 9,600 5,685 25,934 1 78 22
Chemicals 383,586 337,809 16,632 151,578 889,605 27 83 17

CAPITAL GOODS 160,104 9l;,087 10,775 ki, 07L 309,310 9 86 b
Mechanical 30,091 23,877 - 26,925 80,893 2 67 33
Electrical 83,975 36,520 10,775 ks, ko2 135,672 L 97 3
Transport Equipment k6,338 33,460 - 12,747 92,745 3 85 1k

OTHERS 1,343 - 2,685 6,815 23,873 1 il 2

TOTAL 1,225,146 1,104,671 313,342 633,L97 3,316,656 100 81 19

1/ Including alsoc Cosmetics, Pharmaceuticals, and Plastics
Source: SUDENE

Note: Due to incomplete data, a few projects were not included.



Table F: AVNTICTPATED JOR CREATION ASSOCIATED WITH SUDENE PROJICT

AFPROVALS, AND ANTICIPATED INVESTMENT PER MAN EMPLOYED

1960 - 1968
Anticipated Investment Per Worker
Jobs NCr$ at 1968 Prices
Consumer Goods 63,331 15,06L
Textiles 35,217 1,450
Clothing and Footwear 6,922 9,153
Food 13,71h 1L, 802
Beverages 3,089 11,403
Tobacco 910 2,512
Printing and Publishing 218 2L, 750
Furniture and Fixtures 1,261 10,365
Intermediate Goods 38,759 54,259
Non-metallic Mineral Mfgs. 9,L31 L2,76L
Metal Industries - 8,839 58,557
Wood and Wood Products 2,482 26,763
Paper and Paper Products 3,970 39,567
Rubber 1,033 14,248
Leather and Leather Products 1,125 2L,551
Chemicals 11,879 77,138
Capital Goods 10,935 30,076
Mechanical 2,317 37,182
Tlectrical 5,901 2,485
Transport Equipment 2,717 36,158
Other 1,1L8 22,1L7
TOTAL 112,173 30,133

Source: SUDENE



Table 10: OPERATIONAL AND CONSTRUCTION STATUS OF INDUSTRIAL PROJECTS APPROVED BY SUDENE (as of December 31, 1968)

NUMBER OF PROJECTS

New Projects Modernization
In Sub-totals

In Pro ject Being New Grand
States Functioning Construction  Phase Functioning Installed Programmed Projects Modernization  Total
Maranhao 1 - 5 1 2 5 6 8 14
Piaui 5 1 1 - 3 - 7 3 10
Ceara , 32 18 20 8 7 20 70 35 105
Rio Grande do Norte 7 7 7 2 1 9 21 12 33
Paraiba 19 19 13 2 6 18 51 26 77
Pernambuco Ll i 37 15 22 L1 135 : 78 213
Alagoas 10 7 g 1 1 S 22 7 29
Sergipe 2 1 2 - 3 5 5 8 13
Bahia 3L 39 22 3 10 32 95 L5 140
Minas Gerais 1 S L - - 1 10 1 11
NHortheast 155 151 116 32 55 136 2?2 223 645

Source: SUDENE



Table 11: PROGRAMMED COMPOSITION OF FINANCING OF SUDENE-APPROVED INDUSTRIAL PROJECTS
CURRENT NCr$ 1,000 AND PER CENT CF TOTAL INVESTMENT
Number of Total Firms! Official
Projects Projected Own 3L:/18 Bank_ , Foreign2/

Years Approved  Investment Resources FPercent  Funds Per Cent Loans=’ Per Cent Financing Per Cent
1960 22 7,519 7,519 100.0 - - - - - -
1961 19 10,095 10,095  100.0 - - - - - -
1962 51 15,382 10,016 65.1 - - 1,912 12.4 3,454 22.5
1963 S7 36,393 13,600 37.4 7,309 20.1 11,742 32.3 3,7h2 10.k
196k 52 133,391 15,203 33.9 26,364 19.8 7,755 5.9 51,068 40.5
1965 59 138,971 67,833  L8.8 33,052  23.8 33,310 210 b, 776 3.
1966 81 335,119 79,922 23.9 152,139  L5.S 75,881  22.6 27,177 8.1
1967 155 1,099,690 230,920 21.0  L95,960 L5.2 186,872  16.9 186,838  16.9
1968 149 1,107,716 228,406 20.6 507,125 L5.8 163,529  1L.8 208,6563/ 18.8

1/ BNB, BNDE and Banco do Brasil. Loan amounts proposed in the project application. The official banks may subsequently
approve a smaller amount. Total BNB and BNDE loans approved on SUDENE projects between 1965 and 1968, as registered by
the banks themselves, total approximately NCr$ 350 milliocn.

2/ Represents proposed utilization of foreign loans, at the time of the project approval by Sudene, i.e. prior to any bank
commitment.

3/ 1IDB loans only. Data not available on other foreign loans, but they are assumed to be negligible.

Source: SUDENE.



1
T AT G.‘L" "ni';'.'ER'" I mwmra BY ADTA —/

L87 INDUSTRIAL PROJECTS APPROVED BY SUDENE,

1960-1968
Cost of Material I utsg-/ Per Cent of Total
Material Imput Cost
Number of Total From From Rest From
Industry Branch Projocts (current NCr$ million) Northeast of Brazil Abroad

Consumer Goods 16l 9.1 65.6 1.6 2.8
Textiles 39 116.4 81.6 6,0 2.4
Clothing and Footwear 30 90.1 15.8 8L.2 -
Food 72 127.3 90.3 9.6 0.1
Beverages 5 18.6 Lk.o 19.9 36.1
Tobacco 2 2.9 100.0 - -
Printing and Publishing 5 6.1 L3.3 55.6 0.1
Furniture and Fixtures 10 7.7 c8.1 L1.9 -
Intermediate Goods 252 Lh23.1 L7.9 311 21.0
Non-metallic Mineral Mfgs. 70 77.2 80.0 9.7 10.3
Metal Industries 55 125.L 19.3 58.7 22.0
Wood and Wood Products 16 11.6 8s.L 4.6 -
Paper and Paper Products 24 30.9 na 23.9 5.0
Rubber L 5.1 25.9 7.9 2.2
Leather ani/Leather Products " 13.4 95.1 3.9 -
Chemicals 72 159.5 Ll.L 2341 32.5
Capital Goods 3 198, 6.9 80.9 12.2
Mechanical 1" 15.0 2.5 96.5 1.0
Electrical 28 80.7 15.5 55.2 29.3
Transport Equioment 16 102.8 0.9 98.6 0.5
Others 15 17.6 25.7 2L L9.9
Total 186 4/ 1,008.3 Ls.9 10.9 13.2

1/ As presented in project applications.

2/ '"Material inputs" include main and secondary raw materials and packaging materials; do not include fuel and lubricants.
3/ Includes also cosmetics, pharmaceuticals, and plastics.

i/ One of the LB7 projects did not present the material cos

Source: Prepared by the Mission from raw data supplied by SUDENE.



Table 13: PROJECTED DISTRIBUTION OF SALES BY AREA
349 SUDENE - APPROVED INDUSTRIAL PROJECTS WITH DOMINANT MARKET PATTERN %Y

1960-1968

NUMBER OF FIRMS

To Northeast To Rest of Brazil Exports Abroad Number of Projects
1002 60-99% 1669 60-55% 1008~ 66-35%
Of Sales Of Sales Of Sales Of Sales Of Sales Of Sales With Dominant Pattern
Consumer goods ol g 2 8 1k 2 125
Intermediate goods 178 5 3 2 5 5 198
Capital goods _25 - 1 - - - 26
Total 297 10 6 10 7 7 3L9

AS PER CENT OF ALL FIRM5S WITHIN EACH CATEGORY

Consumer goods 75 L 2 6 11 2 100
Intermediate goods 88 3 2 1 3 3 100
Capital goods 96 = L - = - 100

Total 85 3 2 3 5 2 100

1/ As presented in the project applications. Of 619 applicants, 75 did not indicate a marketing pattern; 195 indicated
the areas in which they planned to sell, without showing a dominant pattern; the remainder indicated that 60% or
more of sales would be to a given area, as shown above.

Source: Prepared by the Mission from raw data supplied by SUDENE.



Table 1L : PROJECTED INVESTMENT, SALES AND PROFITS OF L;87 SUDENE-APPROVED INDUSTRIAL PROJEGTS 1/

(in current NCx;fb million) Ratios (Per cont)
Nurber

of Investment Sales Profits Investment Sales/ Profit/ Profits/

Industry Branch Projects Total Total Total per Project Investment Sales Inves tasnt
Consumer Goods 165 538.1 823.1 194,2 3.4 152.1 23.6 36.1
Textiles 39 267.9 265.1 78.2 6.9 99.0 29.5 29.2
Clothing and Footwear 31 66.1 171.3 35.3 2.1 259.0 20.6 53.h
Food 72 114.6 256.6 L7.0 1.6 22,0 18.3 1.0
Beverages 6 56.6 75.0 19,8 9.4 132.0 26.L 3k.9
Tobacco 2 3.8 7.4 2,0 1.9 196.0 27.5 53.9 .
Printing and Publishing 5 17.3 22,6 6.2 3.5 130.0 27.4 35.8
Furniture send Pixturass 10 1i.8 25,1 5.7 1.2 213.0 22.6 L8.1
Intermediate Goods ' 252 1,154.0 1,205.2 3Uk.2 3 10k.4 28.5 29.8
Non-metallic Mineral Mfgs, 70 354.3 305.2 97.9 5.1 86.0 32.1 27.6
Metal Industries 5g 181.9 247.5 58.6 3.3 137.0 23.7 32.2
Wood and Wood Products 16 h2.9 76.L 20.7 2.7 178.0 27.2 h8.3
Paper and Paper Products 2k 149.3 1.7 - W7.4 6.2 95.0 33.4 31.7
Rubber N 8.9 13.1 3.3 2,2 148.0 2h.9 36.8
Leather and Leather Products 11 28.4 L1 2.7 2.6 156.0 28.9 LL.9
Chemicals 72 388.3 377.2 103.6 12.0 97.1 27.5% 26.7
Capital Goods 55 2L5.8 L31.3 85.9 L.S 175.5 19.9 k.9
Machanical 11 39.6 L.k 11.3 3.6 125.0 22.9 28.6
Electrical 28 118.9 20l.,6 ur.4 .3 172.0 23.1 39.8
Transport Equipment 16 87.3 177.3 27.2 5.5 200.0 15.h 31.2
Others 1 27.8 Ll 10.3 1.8 8.9 22,0 bb.1
Total 187 1,%605.17 2,501,0 63L.6 L.o 127.0 231 32.3

1/ As presented in project applications.

Sou :
ource Prepared by the Mission from raw data suwplied by SUDENE.



Table 15: NORTHEAST - CHANGE IN INDUSTRIAL STRUCTURE, 1955, 1962, 1965, AND PROJECTED 1973
(GROSS VALUE ADDED)

(in NCr$ 1.000 at 1968 prices)
iin 8ure L, L 200 P /

Projected to 1973

kY]

Industry Branch~’ 1955 1962 1965 Al B2/
Traditional 550.9 825.6 $39.4 1,407.5 1,602.L
Wood 7.0 11.3 16.5 57.0 73.9
Furniture 9.6 17.5 22,2 31.6 35.5
Leather and Hides 9.3 13.2 13.2 27.1 32.9
Textiles 210.1 301.5 257.5 LlkbL.3 522.2
Clothing and Shoes 13.6 19.6 2u.L 9.9 88.8
Food Products 228.7 k.0 457.3 877.1 627.0
Beverages 23,2 Lh.2 56.8 102.7 121.8
Tobacco 33.3 18.2 63.0 6l.6 65.2
Printinijnd Publishing 13.8 22.0 20.3 22.5 23.4
Sundrie 2.3 h.1 8.2 10.7 11.7
Dynamic "A" 95.9 298.2 413.2 1,173.6 1,490.5
Non-metallic Minerals 22,7 70.8 113.9 269.7 33L.6
Metal Industries 13,4 31.0 L7.1 2Ls5.2 327.8
Paper and Cardboard 5.1 10.8 7.7 105.0 1h§.5
Rubber , Sk 9.8 6.1 12.0 1h.5
Chemicals?/ L9.3 175.8 238.L 541.7 668.1
Dynamic "B" L.0 8.0 15.9 163.3 2214, 8
Machinery Excluding Elsctrical 1.9 1.9 5.0 36.4 L9.5
Electrical and Communications Equipment 0.3 1.6 7.9 81.8 112.6
Transport Equipment 1.8 h.s 3.0 Ls.1 62.7
Total 650.8 1,131.8 1,368.5 2,7hh .k 3,317.7

Projection A anticipaies the Thanges in industirial value-added and structure which may be expected to result from
SUDENE-approved projects once they are in operation. It assumes: a) only a negligable contribution to 1965 value-
added from SUDENE projects approved through that year; b) no contribution from existing or new industrial projects
outside the SUDENE system; ¢) no output in 1973 from SUDENE projects approved after 1968; and d) output at 60%

of capacity.

—_
~

2/ Projection B also makes assumptions a, b, and c above, but assumes output at 85% of capacity.

3/ 1IPEA classification.
L/ Including plastics.

5/ Including pharmaceuticals and cosmetics.

Sources: 1955-IBQGE, Producao Industrial Brasileira 1958; 1962-IBGE, Registro Industrial 1962, in Anuario Estatistico
do Brasil 1965; 1965-A.E.B. 1967; 1973 - unofficial SUDENE projections, based on investment da-a and value-
added to investment ratios calculated from project applications. The SUDENE projections were corrected by
the mission, by netting out indirect taxes.




Table 16 : NORTHEAST - CHANGE IN INDUSTRIAL STRUCTURE, 1955, 1962, 1965, AND PROJECTED 1973

(Per Cent of Total Gross Value Added in Industry)

Projected to 1973

Industry Branché/ 1955 1962 1965 A 17 ﬁ_Z/
Traditional 84,7  13.0  68.7 51.3 8.3
Wood 1.1 1.0 1.2 2.1 2.2
Furniture 1.5 1.5 1.6 1.2 1.1
Leather and Hides 1.h 1.2 1.0 1.0 0.9
Textiles 32,3 26.7 18.9 16.2 15.7
Clothing and Shoes 2.1 1.7 1.8 2.5 2.7
Food Products 35.1 30.4 33.h 21.0 18.9
Beverages 3.6 3.9 L.1 3.7 3.7
Tobacco 5.1 L.3 L.6 2.4 2.0
Printing ﬁnd Publishing 2.1 1.9 1.5 0.8 0.7
Sundries 0.k o.L 0.6 O.h 0.4
Dynamic "A" W7 2.3 302 k2 .9
Non-metallic Minerals 3. 6.3 8.3 9.8 10.1
Metal Industries 2.1 2.7 3.h 9.0 9.9
Paper and Cardboard 0.8 1.0 0.6 3.8 b.b
Rubber 0.8 o.i 0.k 0.L 0.4
Chemical 5/ 7.6 15, 17.5 19.7 20.1
Dynanic "B" 06 27wl 6.0 6.8
Machinery Excluding Electrical 0.3 0.2 0.3 1.3 1.5
Electrical and Communications Equipment - 0.1 0.6 3.0 3.4
Transport Equipment 0.3 0.h 0.2 1.6 1.9
Total 100.0  100.0  100.0  100.0 100.0

|
{
i
I
i

Footnotes: Same as table 15.
Sources: Same as table 15.



Each project is

CHARY A

FOINZ STSTRM FOR DEPENCINING PRIORITY LEVEL AHD PEOFORTION OF 3i/18 FUNDS

classified in # priority categery according to the rmber of poimts - the more points, the bigher the propertion of 34/18 funds,

NEW SYSTRW (Ags of March '69)
Priority Class Proportion of /18 funds imker of peinis Friarity Class. Proporidon of 3L/18 funds Maghar of points
A 75% s0L2 A 75% P
= B ] WEP <50
) o - o X TS
B 50% RGre» i X 3) & P <.L0
= 2] Los 25 <P 30
¢ 25% P30 b 0% Srees
[} JOR __ ATTRIBUTING _ FOINTS
INDUSTRIAL AND TELRCOMMINICATIONS FROJECTS INDUSTRIAL, TELROOMMUNICATIONS AND ELECTRIC R/WEK
BASTC CRITRRION DETXIIRD CRITRAION _ TOINN  PASIC CRITEUON DETATLED CRITERIC FCTHTS
TYPE QF ACTIVITY Telacommurdcati cns betwean diptart points in SUDEND aren 25 TIPR OF ACTIVITY Telecommnications bstween distant points in 2
SUDENE area.
Rurel alectric power gemeration, trensmission
or distribution. 25
LOCATION Siates of Plamd and Meramblao 20 LOCATION Sana 25
States of Rio Orande do Norte and Sergips 15 Sane 20
Other states, except ares in aml arouml Reocife axd Salvedor 10 States of Ceara, Paraiba, Alagoss anc Minas
Area in and around Recife md Selvador 5 Gerain (within Sudene area) 15
Pl Sections of Pernambuco and Bahia within Draught
Polygon and section of Bahla west cf uraught
Polygon. iy
BSSENTIALITY Basic or "gormimtive" 4 ERSRNTTALTTY Intuatrias which produce ghods "esssntial” to regional
goods of gmemlizad use developnent , as determined by SUDENE, within the
(as determirad by SUDENE) 25 following categories:
Basic food industries 20 Capital goods ard basic intermmediate goods 20
Projects prticipating 4o TDRE high pricrity pogess p T ] Other intarmediate goods 15
Pionsering indwtries, i.e,, without ailth within the Conswer dwablss and textlles 10
state, using local raw matorials and collirg locally. 10
USE OF RBGIGRAL When over & given proporiiaa of raw material swl i ermsdiate USE OF REGIDNAL Sams, mobt including "slamsntarily procesusd” rew
INPUTS icput costs correspond to raw materials amt intarmodiste goods INPUTS mterials and unprocessed mimerels
produced within the Northeast if 50% or over 5 1f 804 «r over 15
if 50% or over, tut less than 30% o
IMPURT SUBSTITUTION Whenever the project substitutes imparts from outside thy THFORT SUBSTITUZION Whemsvar theproject substitutes imports from
AND CONTRIBUTION TO region or pramotes exports out of the reglon. S AND CONTHIBUTION TO outside the c cuntry or when at least UOf of
EXFORTS EXFORTS projected sales will be exparted outside the
Whenever capital equipment has a high proportion of domesiic country. Lo
componants and if foreign oquipment exceeds U3$ 100,000, shen
these do not have a dassstlc "similar” and are imparted with
adequate foredgn financing or are registered as fareign
investmant, 5
EXPANSION/MOLERNI-  Whenever this prodwses sn imoresse in profitabildty. 5 KIPARS ION/MODER~ Whersver this produces an increase 1n projuctivity
CATION KIZATION (excluding firms with previous 34/18 fimancing: g
NON-CONCENI'RA TION When 34/18 deposits are mpplied by at lsast 10 different MON-QOHCENTRATION Firms registered as "open capital" firms in tne
CF OWNERSHIP depositors; if the 8 ocmtribution axceeds 10,000 tima OF OWNERSHIP Northeast, as defimd by of flcial (Centrul Bank)
the mimmm salary, when at lsast 50% of this comtribmticn regulations. 5
comps from 25 different depositors, exsh repressnting at
least 1% of the total. 5
ABSORPTION CF Pro jects which represort at lsast 300 stahle direst jobs ABSORPTION OF Projects in which labour ocosts ard sozial charges
LABOUR or in which labaur losts + soclial charges represent over LABWUR represent over 25% of gross value addad 5
75% of gross value added. 5

LABOUR PARTICIPA-
TIOK IN PROFITS

Projects which "represent intensive labour abscrp-
tion, without drawbacks on the adequacy of techno-
logy® expressed by direct jobs creation and (low)
capital intemeity. The muber of poimts will be
caleulated by the formmia

p;lﬁf_%*.ozsg

where

Ds = ratic botween investuwent per worker and the value

of the minimm salary
£ = muder of new direct jobs

‘The mumber of points W1l in any case ol exceed gzs

Projects in which labour participates in taxable
profits, at the rate of 10% ur over



